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1 SURREBUTTAL TESTIMONY OF

ELLEN LAPSON

3 ON BEHALF OF

4 SOUTH CAROLINA ELECTRIC 4 GAS COMPANY

DOCKET NO. 2017-305-K

DOCKET NO. 2017-20'?-K

7 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

8 A. My name is Ellen Lapson and my business address is 370 Riverside Drive,

9 New York, New York, 10025.

10 Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMOiNY IN THESE

ll PROCEEDINGS?

12 A.. Yes, I have. Most recently, I submitted pre-filed rebuttal testimony in

13 Docket No. 2017-370-E, which has been consolidated with these dockets for

14 hearing purposes. Because that testiinony addressed many of the issues raised

15 here, I have attached that pre-filed testimony as Exhibit No. (EL-I) to this

16 testimony and incorporated by reference that testimony into my pre-filed

17 surrebuttal testimony in these dockets.

18 Q. DID YOUR TESTIMONY IN DOCKET NO. 2017-370-E CONTAIN

19 EXHIBITS?

20 A. Yes, and they are incorporated in Exhibit No. (EL-l).

21 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

22 A. Yes, it does.
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1 I. INTRODUCTION

2 Q, PLEASE STATE YOUR NAME AVD BUSINESS ADDRESS.

3 A. My name is Ellen Lapson and my business address is 370 Riverside Drive,

4 New York, New York 10025.

5 Q. ARK YOU THE SAME KLLKVe LAPSON WHO HAS PREVIOUSLY FILED

6 TKSTIMONY IN THIS DOCKET?

7 A. Yes, I filed Direct Testimony on behalf of South Carolina Electric & Gas

8 Company, referred to throughout my Rebuttal Testimony as "SCE&G" or the

9 "Coinpany."

10 Q. WHAT IS THE PURPOSE OF YOI R REBUTTAL TESTIMONY?

11 A.

12

13

14

15

16

17

The purpose ofmy rebuttal testimony is to respond to the Direct Testimonies

ofMr. Richard Baudino and Mr. Lane Kollen on behalf of the South Carolina Office

ofRegulatory Staff ("ORS"). I also respond to the Direct Testimonies ofMr. Ronald

Binz and Mr. Uday Varadarajan on behalf of the South Carolina Coastal

Conservation League ("CCL") and the Southern Alliance for Clean Energy

("SACE"), to the Direct Testimony of Mr. Kevin O'Donnell on behalf of the South

Carolina Energy Users Committee ("SCEUC"), and to the Direct Testimony of Mr.

Scott Rubin on behalf of AARP.

DOCKET NO. 2017-370-E
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I II. EXECUTIVE SUMMARY

2 Q. PLEASE PROVIDE A SUMMARY OF YOUR REBUTTAL TESTIMONY.

3 A. The testimony of witnesses Baudino and Kollen, as well as witnesses

10

13

14

15

O'Donnell and Rubin, contain recommendations that, if adopted by the

Commission, would severely reduce SCE&G's ongoing cash flow and consequently

place the Company in a weakened financial condition. This outcome would be

inconsistent with customers'eed for electric service from a financially sound and

capable utility that has sufficient liquidity to maintain its system in good order at all

times and to be able to attract capital as needed to make new investments for safe

and reliable service and to respond to emergencies like large scale outages from

hurricanes or ice storms.

Because the opposing witnesses have failed to give meaningful consideration

to the need to maintain SCE&G in a sound and sustainable financial condition, there

is a need for a systematic analysis of the consequences of the major proposals on

the Company's future financial health and creditworthiness. Consequently, I have

16 performed an evaluation of the impact of the various financial adjustments and

17

18

19

20

21

22

recommendations proposed by ORS ("ORS Plan") through a careful study of the

most recently published comments by the three credit rating agencies concerning

SCE&G's expected credit ratios and the sensitivities for positive and negative

ratings changes. My study concludes that implementation of the ORS Plan would

most likely produce credit ratings for SCE&G in the speculative grade category, and

at least three to four notches below the median or average credit ratings for electric

DOCKET NO. 2017-370-E
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10

13

14

15

16

utilities in the United States. By contrast, the financial outcome of the Customer

Benefit Plan and No Merger Benefit Plan (as proposed by SCF&G and Dominion

Energy and described in the testimony of Iris Griffin) is consistent with credit

ratings within the investment grade category and stabilizing the Company's

financial condition in a manner that would better position SCE&G to serve its

customers'uture needs.

Witnesses Kollen, Binz, and Varadarajan also assert that customer rates

could be further reduced by securitizing the regulatory asset representing the costs

of the abandoned nuclear project that are approved for rate recovery. However,

deciding on a p'lan to securitize a regulatory asset is simply not an available option

at the present time. In ord'er to carry out such a transaction, special legislation would

have to be passed that does not now exist. Even if such legislation was ultimately

proposed and passed by the South Carolina General Assembly, however, there are

some serious factors that could delay or rule out a securitization transaction,

including: (I) whether or not such special legislation and the resulting special tariff

to recover the securitized investment would withstand a voter ballot inihative or

17

18

20

referendum in South Carolina; (2) the possibility that an appellate court may

invalidate the decision that gives rise to the securitized regulatory asset; and (3)

insufficient confidence by investors in whether state public officials could be trusted

to abide by the terms of the securitization transaction for the full term of 20 years,

given the legislature's abandonment of the BLRA, which it enacted in 2007.

DOCKET NO. 2017-370-E
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Even if these issues are addressed, the required legislation passed, and

2 securitization becomes a real possibility at some time in the future, it also would

3 require a separate and distinct regulatory process to approve and implement the

4 securitization transaction. Since none of the required conditions have been met or

5 even proposed, it is entirely premature and inappropriate to contemplate, much less

6 to make, financial decisions guided by the outline of a hypothetical securitization as

7 a possible outcome of this proceeding.

8 Q. HOW IS THE REMAINDER OF YOUR REBUTTAL TESTIMONY

9 ORGANIZED?

10 A. The remainder of my Rebuttal Testimony is organized as follows:

Section III — Response to the Direct Testimony of ORS Witness Richard

12 Baudino;

13 Section IV — Response to the Direct Testimony ofORS Witness Lane Kollen;

14 Section V — Response to the Direct Testimony of SCEUC Witness Kevin

15

16

18

O'Donnell;

Section VI — Response to the Direct Testimony of AARP Witness Scott

Rubin;

Section VII — Issues Regarding Proposed Securitization Transaction; and

Section VIII — Conclusions.

DOCKET NO. 2017-370-E
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1 III. RESPONSE TO THE DIRECT TESTIMONY OF MR. BAUDINO

2 Q. PLEASE PROVIDE A BRIEF SUMMARY OF MR. BAUDINO'S DIRECT

3 TESTIMONY AND RECOMMENDATION.

4 A. Mr. Baudino proposes making approval of the proposed business

5 combination of SCE&G and Dominion Energy subject to conditions regarding

6 service quality and "credit quality conditions," including that the Commission

7 should estimate a cost of capital for SCE&G based on the assumption that the

8 Company's credit is of strong investment grade quality, even if that is not the case.

9 Such a recommendation ignores how capital markets function and its adoption

10 would make capital more expensive for SCE&G

In addition, Mr. Baudino recommends that the Commission apply a return

12 on equity ("ROE") of 9.1% to the portion of New Nuclear Development ("NND")

13 costs that ORS proposes should be allowed for rate recovery, Mr. Baudino arrives

14 at his 9.1% ROE recommendation based on a Discounted Cash Flow ("DCF") study

15 of investment grade rated utility companies that are not of comparable risk to

16 SCE&G, without any ROE risk premium for SCE&G's current financial condition.

17 He also endorses ORS's capital structure recommendation of 52.81% equity to total

18 capital as September 30, 2017. Finally, he recommends modifying the cost of

19 SCE&G's long-term debt to incorporate the cost of debt issued by the Company in

20 August 2018.

21 Q. MR. BAUDINO STATES THAT THK ALLOWED ROE IN THIS

22 PROCEEDING SHOULD BK BASED ON THE REQUIRED ROK FOR
DOCKET NO. 2017-370-E

ELLEN LAPSON
Page 7 of 47
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1 FINANCIALLY SOUND REGULATED UTILITY COMPANIES AND NOT

2 A HIGHER ROK BASED ON SCE&G'S CURRENT CREDIT RATINGS.'

HOW DO YOU RESPOND?

4 A. This is not a reasonable proposal. A company's risk is an important

5 determinant of the cost of capital for that company, and therefore, the cost of equity

6 must be determined by comparison with companies of comparable risk. For

7 SCE&G, it is inevitable that any reasonable proxy group will primarily consist of

8 less risky and more highly-rated companies, since there are currently few if any

9 utilities in the United States of comparably low ratings as SCE&Cr. Under these

10 circumstances, the equity return determined based upon the less risky proxy group

11 should be supplemented to reflect the greater financial risk. Failing to do so would

12 deprive SCE&G of the opportunity to attract needed capital, because limited capital

13 resources will be invested elsewhere to earn the same return at lower risk.

14 Q. PLEASE RESPOND TO MR. BAUDINO'S TESTIMONY REGARDING

15 THK REPORT ISSUED BY S&P AND THK UNCERTAINTY REGARDING

16 THE RECOVERY OF COSTS RELATED TO THK NUCLEAR PROJECT?

17 A. It appears that Mr. Baudino seriously misunderstands and misconstrues the

18

19

meaning of the credit rating agencies'eports. He incorrectly interprets that credit

downgrades and negative rating outlooks or credit watch status by Moody's and

'audino Direct at 15- 1 6.

t Baudino Direct at 16-17.
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10

12

13

14

15

16

17

S&P are a product of "uncertainty" regarding the rate treatment of the nuclear

project at the V.C. Summer Nuclear Station ("Project" ) and future revenues that

would be remedied by the certainty provided by implementing the ORS Plan.

Instead, the clear meaning of the rating analysts expressed in their reports is their

concern that SCE&6 will be subjected to a major permanent disallowance of

recovery of its investmcnt in the Project assets.

Mr. Baudino also asserts that the ORS Plan will create greater certainty

which will cure the Company's credit problems. His assertion is not credible,

however. Implementing the ORS Plan will not strengthen or improve the credit

standing of SCE&G. In fact, the very same rating reports that Mr. Baudino

mischaracterizes state that reduced cash flow and weaker financial ratios after

implementing a plan as punitive as that- proposed by ORS would result in credit

downgrades.

For example, the S&P July 3, 2018 Research Update, cited by Mr. Baudino,

makes it quite clear that their concern is focused on a rate decrease and weaker

financial measures, and the certainty of high leverage and poor financial ratios will

not improve SCE&6's financial strength:

18
19
20
21
22
23

We could lower thc ratings if the Court does not issue an injunction
prohibiting the SCPSC from implementing the new law [House Bill
4375j. A rate decrease of the magnitude reflected in the law would
weaken credit metrics significantly, We could also lower ratings even
if the Court issues an injunction that is subsequently followed by a
SCPSC order to reduce rates or an order to provide rate credits for

DOCKET NO. 2017-370-E
ELLEN LAPSON
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Summer-related costs that results in weaker financial measures.i

In a subsequent Research Update on August 9, 2018 (in which S&P announced that

4 it had downgraded SCANA and SCE&G and that the ratings remained on credit

5 watch with negative implications), S&P again uses the word "uncertainty" but the

6 text explicitly states that further reduction in revenues and cash flows could result

7 in a further downgrade of the credit rating.

The CreditWatch with negative implications on SCANA and its
subsidiaries reflects our view of ongoing uncertainty regarding cost
recovery of the abandoned V.C. Sutnmer nuclear construction project.
We could lower ratings again ifcredit metrics weaken further beyond
those in our base-case scenario, which assumes the temporary rate cut
is made permanent. This could occur following the pending Summer
abandonment proceeding if the PSC orders a permanent rate reduction
or rate credits that lead to incrementally weaker financial measures
than those resulting from the temporary 15'/o rate cut."

8

9
10
11

12
13

14
15

16
17

18 Q. MR. BAUDINO SEEKS TO DISMISS CONCERNS ABOUT THE .

19 COMPANY'S VERY LOW CREDIT RATINGS, STATING THAT SCE&G

20 HAS BEEN ABLE TO ACCESS THE CAPITAL MARKETS THIS YEAR

21 AND ON FAVORABLE TERMS. DO YOU AGRKE7

22 A. Mr. Baudino acknowledges that SCE&G's ratings are currently very low

23 (Baudino Direct at 4:7-8 and at 16:1-2), but he seeks to minimize the significance

'&P Research Update, SCANA Corp. And Subsidiaries 'BBB'atings Remain On CreditWatch Negative
On Passage Of Soath Carolina Bill. July 3, 2018, at 3.

'&P Researoh Update, SCANA Corp. And Subsidiaries Downgraded To 'BBB-'fter Court Rejects
Company's Request; CreditWatch Negative Maintained, August 9, 2018, at 3.

'audino Direct at 18.

DOCKET NO. 2017-370-E
ELLEN LAPSON

Page 10 of47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

13
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

13
of91

of the Company's low issuer credit ratings by pointing out that the Company

successfully completed the offering of first mortgage bonds in August 2018.

Here, Mr. Baudino makes a faulty and misleading comparison between the

pricing and coupon for the 10-year issuance with the August 2018 yield on what he

asserts to be the yield on the average utility bond in the same month. Mr. Baudino

asserts:

7
8

9
10

The pricing and coupon for the 10-year 4.25% first mortgage issuance
is consistent with the August 2018 yield on the average utility bond,
which was 4.33%....Based on this information, it appears that
SCE&G is well able to access the debt market at reasonable rates.7

12

14

16

17

18

19

20

21

First, it is important to note that SCE&G's bond issuance took place on

August 15, 2018—six weeks before ORS filed its direct testimony in this

proceeding. Therefore, the ability to issue these bonds does not provide evidence

that investors are comfortable with the impacts of the ORS Plan or would make

capital available on similar terms in the future, if the ORS Plan were adopted by the

Commission.

Also, Mr. Baudino fails to note that SCE&G's issuance was split between

$300 million of 3-year maturity bonds and $400 million of 10-year maturity bonds,

for a blended average inaturity profile of seven years. This represents a short

maturity profile in the electric utility sector, with the typical issuance pattern of

bonds issued by rate-regulated utility operating companies comprised of 30-year cn.

'lthough Mr. Baudino does not cite the basis for the referenced yield on the "average utility bond," an
examination of his exhibits and work papers indicates that his source is the Mergent Bond Record.

'audino Direct at 18:17-20.
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1 even 40-year maturities mixed with some 10-year maturities. In fact, the "average"

2 utility operating company mortgage bond is a 30-year bond.

3 Q. PLEASE EXPLAIN THE SIGNIFICANCE OF THE RELATIVELY SHORT

4 TENOR OF THK COMPANY'S BOND ISSUANCE IN AUGL'ST 2018.

5 A. The issuance of bonds with relatively short maturities of 3 and 10 years

6 indicate that bond underwriters and utility bond investors are uneasy about

7 SCE&G's future creditworthiness and credit ratings, meaning there was insufficient

8 demand at reasonable rates for bonds with the longer tenor of 30 years, which is the

9 more typical bond maturity issued by investment-grade rate-regulated utility

10 operating companies.

11 Q. DO YOU AGREE WITH THK WAY THAT MR. BALDINO INTERPRETS

12 THE FNTEREST COST OF SCE8rG'S AUGUST 2018 BOND ISSUANCE

13 RELATIVE TO THE "AVERAGE" UTILITY BOND ISSUANCE IN

14 AUGUSTos

15 A. No, I do riot. Mr. Baudiiio errorieous'lv compares tile interest cost of 4.25 lo

16

17

18

19

20

on SCE&G's 10-year issue with the rate of 4.33'lo reported by Mergent Bond

Record for the "average" utility bond. However, Mergent's "average" rate reflects

bonds of longer terms, including a high proportion of 30-year bond issues. A more

meaningful comparison would be the contemporary yield on new issue investment-

grade 10-year mortgage bonds of rate-regulated electric utilities.

'audino Direct at 18:17-20.
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For an appropriate compariso'n, we compared SCEkG's cost to issue bonds

in August 2018 on the only four secured, 10-year bond issued in August 2018 by

electric operating utilities. These were issued by Duke Energy Progress LLC ("Duke

Progress"), Oncor Electric Delivery Company LLC ("Oncor"), Commonwealth

Edison Company ("ComEd"), and Oklahoma Gas and Electric Company ("OG8cE")

within approximately a week of the date of SCE&G's two issues.

Table EL-1

August 2018 10-Year Secured Bond Issues by
Rate-Regulated Electric Utilities

Premium
~S* *db d

Issuer

Spread Charged
Issue Amt. $ to to
Date Years Cou on million USTe SCE&G" Mood 's S&P Fitch

South Carolina 8/15/18 10 4 25% $400 143 Baal BBB+ BBB
Electric & Gas

Duke Energy
Progress LLC

Oncor Electric
Delivery LLC

Commonwealth
Edison Co.

8/6/18 10 3.70% $500 ?7 +66 Aa3 A

8/7/18 10 3.70% $350 73 +70 A2 A+ A

8/7/18 10 3.70% $550 75 +68 Al A-

8/14/18 10 3.80% $400 93 +50 A2 BBB+ A
and Electric

Average +63.5
Differential
* Spread to the yield on 10-year US Treasury notes on the date of issue, in basis points, i,e., 1/100 of 1%

Source: CiBC Debt Capital Markets, "US Utilities Weekly for the week ending August 31, 2018",

The table above compares the credit spreads on each bond issue relative to

the 10-year U.S. Treasury bond yield on the same date. SCE&G had to pay a spread

to U.S. Treasuries of 143 basis points. That yield spread was 66 to 70 basis points
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1 greater than the yield required by the market for issuance of 10-year secured

2 mortgage bonds by Duke Progress, Oncor, and ComEd and 50 basis points greater

3 than the required yield for secured bonds of OG&E. The credit quality these four

4 utilities is consistent with that of the "average utility," which is approximately three

5 notches higher than SCE&G's current rating. This difference clearly reflects that

6 the investment community requires higher compensation to accept the greater risk

7 that they perceive in SCE&G, thus resulting in additional financing costs to the

8 Company and its customers. Furthermore, the differential cost of financing for

9 SCE&G relative to the "average utility" would likely be greater if the final outcome

10 of this proceeding results in a revenue reduction equivalent to that in the ORS Plan.

11 Q. DOES MR. BAUDINO PROVIDE EVIDENCE REGARDING SCE&G'S

12 FUTI'RE FINANCIAL CONDITION IN 'I'HE EVENT THAT THE ORS

13 PLAN IS IMPLEMENTED?

14 A. No, he does not, other than the assertion that SCE&G was able to sell

15

16

17

18

19

20

21

22

collateralized first mortgage bonds in August 2018, which 1 have discussed above.

Of course, the ability to issue secured mortgage bonds in August 2018, albeit at

yield spreads higher than those pard by utilities with higher ratings, completely

ignores the future effects upon the Company's financial integrity or

creditworthiness in the event that the ORS Plan is implemented.

Further, Mr. Baudino does not acknowledge that SCE&G has already

experienced constrained access to the commercial paper market to fund short-term

needs. Investors buy smaller amounts of SCE&G's notes at the current ratings, and
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1 only make funds available at higher cost and for very few days. Access to the

2 commercial paper market would be completely eliminated if SCE&G's credit

3 ratings were further reduced.

Furthermore, Mr. Baudino fails to address the difficulties that SCE&G would

5 face with credit ratings substantially below the norm for the United States utility

6 industry during any future period of credit market distress or constrained capi'tal

7 market conditions. The median issuer credit ratings for electric utility operating

8 companies is A- (by S&P and Fitch) and A3 by Moody's, versus SCE&G's current

9 issuer credit rating of BBB- (S&P), Baa3 (Moody's) and BB+ (Fitch). SCE&G's

10 ratings by Moody's and S&P are three rating notches below the median for rate-

11 regulated electric utilities and its Fitch rating is four notches below the sector

12 median. The experience from past market cycles indicates that during any future

13 period capital market or credit market distress, credit ratings materially below the

14 norm for the sector (and potentially even lower in the event of another round of

15 downgrades for SCE&G depending on the outcome of this proceeding), would

16 seriously constrain SCE&G's access to capital and sources of liquidity.

17 Q. HOW DO YOU RESPOND TO MR. BAUDINO'S TESTIMONY THAT

18

19

SCK&G SHOULD BK REQUIRED TO INCLUDE ITS TWO NEW DEBT

ISSUANCKS IN ITS COST OF LONG-TERM DEBT?

'audino Direct at 36: 3-9.
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1 A. It is not reasonable to make such an adjustment to long-term debt costs after

2 the end of the test period. This change would immediately reduce SCE&G's cash

3 flow, while also delaying or deferring many other changes that would aid SCE&G's

4 cash flow recovery of cost until!he conclusion of its next base rate case.

ORS's position as explained in Mr. Kollen's Direct Testimony is that the

6 Company should be directed to defer recovery of the transmission revenue

7 requirement and associated non-nuclear investments made by SCE&G subsequent

8 to its last base rate case for consideration in the next base rate case. It is neither

9 reasonable nor equitable to recognize a change in interest expense relating to bonds

10 redeemed after the test period while deferring the recovery of and return on a

11 substantial investment in non-nuclear assets.

12 Q. DO YOU AGREE WITH MR. BAUDINO'S RECOMMENDATION THAT,

13 AS A CONDITION OF THK BUSINESS COMBINATION, THE ROE

14 SHO'ULD BE DETERMINED USING A PROXY GROUP OF INVKSTMKNT

15 GRADE UTILITIKS AND THE COST OF NEW LONG-TERM DEBT

16 SHOULD BE BASED ON THE LOWER OF THE PREVAILING COST OF

17 DEBT FOR AN AVERAGE INVESTMENT GRADE REGULATED

18 L TILITY?'9

A. 1 disagree. It is not reasonable to determine the cost of equity for SCE&G

20 based upon the cost determined for a group of companies of materially lower risk.

" Bandino Direct at 62-64.
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1 The cost ofequity for SCE&G should be determined by comparison with companies

2 of comparable risk. If there are not a sufficient number of like utilities of risk

3 comparable to that of SCE&G to comprise an adequate peer group, as would be the

4 case in the current proceeding, then the cost of equity determined for the lower risk

5 peer group should be supplemented to reflect SCE&G's higher risk. The logic is

6 clear. If an investor can get the same return by investing in a portfolio of companies

7 of lower risk than SCE&G, it would be illogical to invest any capital whatsoever in

8 SCE&G at much greater risk.

Likewise, the cost of debt used in the future for determining rates should be

10 consistent with the actual cost of issuing debt, which will be increased by the weak

11 credit condition imposed on the Company under the ORS Plan.

12 IV. RESPONSE TO THK DIRECT TESTIMONY OF MR. KOLLKN

13 9, PLEASE PROVIDE A BRIEF SUMMARY OF MR, KOLLKN'S DIRECT

14 TESTLMONY AND RECOMMENDATION.

16

17

18

19

20

21

22

Mr. Kollen recommends a revenue reduction of $560 million for 2019 and

$527 million for 2020. In comparison with the Experimental Rate currently in effect,

the proposed 2019 reduction is $ 193 million greater, and for 2020 $ 160 million

greater. Those figures include a $35 million revenue reduction in 2019 and $70

million in 2020 applicable only if the business combination is consummated.

Components in the ORS Plan include: (1) termination of the $445 million

annually recovered in rates consistent with the Base Load Review Act ("BLRA"),

partially offset by a revenue requirement of $86.2 million in 2019 for the levelized
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1 recovery of and return on a net regulatory asset (net of regulatory liabilities) for an

2 allowed portion of the nuclear abandonment cost;" (2) a reduction of $98.7 million

3 in each year relating to a Capital Cost Recovery ("CCR") Rider reduction for Tax

4 Cut and Jobs Act ("TCJA"); and (3) a one-time refund in 2019 of $68.2 million for

5 TCJA Regulatory Liability.

Mr. Kollen also recommends that the Commission order the Cotnpany to

7 defer the BLRA nansmission revenue requirement (accruing a long-term debt rate

8 of return on the deferred amounts), pending a future base rate proceeding. As I

9 discuss further in Section VII of my testimony, he also recommends that the

10 Company sell its rights to collect a special tariff in a transaction funded with secured

ll debt ("Securitization Transaction") in order to fund at a lower cost the net regulatory

12 asset (net of regulatory liabilities) for the allowed portion of nuclear abandonment

13 costs. Finally, he presents a list of business combination conditions and

14 commitments.

15 Q. DO YOU AGREE WITH MR. KOLLEN'S RECOMMENDATION THAT

16

17

18

19

SCEdteG DEFER A RATE OF RETURN USING THE COST OF LONG-

TERM DEBT, DEPRECIATION, INCREMENTAL OPKRATION AND

MAINTENANCE ("OdeM") EXPENSES, OTHER INCREMKiNTAL TAXES

EXPENSES (PAYROLL AND PROPERTY TAX EXPENSES), AND OTHER

" Mr. Kollen recommends that the costs to be recovered through a new Capital Cost Recovery Rider be
the a)lowed abandonment costs incurred through March 12, 2015, less related regulatory liabilities and a
return on these costs, net of the related liability ADIT and asset NOL ADIT.
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1 INCREMENTAL OPERATING EXPENSES, E.G,, INSURANCE EXPENSE,

2 UNTIL THK EFFECTIVE DATE WHEN RATES ARE RESET TO

3 IVCLUDK THK ALLOWED AMOUNT OF THESE COSTS IN A FUTURE

4 BASK RATE PROCEEDING

5 A. No, I do not agree. This proposal will result in severe regulatory lag and will

further weaken cash flows that would already be greatly weakened by the other

7 aspects of the ORS Plan. Mr. Kollen's recommendation to further deprive SCE&G

8 of recovery of investment that is in-service and defer the recovery of other costs and

9 expenses for several years while recommending that the Company flow through

10 immediately all benefits of the TCJA is unjust and inequitable and would deprive

11 SCE&G of needed cash flow.

12 IV.A Implications of Proposals for SCE&G's Future Financial Strength

13 Q. DOES MR. KOLLEN PROVIDE ANY TESTIMONY REGARDING

14 SCE&G'S FUTURE FINANCIAL COVDITION AND

15 CREDITWORTHINESS IN THE EVENT THAT HIS

16 RECOMMEVDATIONS ARK IMPLEMENTED?

17 A. No, I do not find any evidence in iVir. Kollen's testimony regarding the

18

20

outlook for SCE&G*s creditworthiness or access to capital if the Commission

adopts the ORS Plan, nor any comparison with the Company's future

creditworthiness pursuant to the SCE&G proposals. In sum, he recommends the

" Kollen Direct at 11.
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1 ORS Plan without regard or consideration for the financial harm it would cause to

2 SCE&G and its utility operations in the future.

3 Q. IS THERE A SOUND BASIS FOR PREDICTING THE RESPONSES OF

4 CREDIT RATING AGENCIES IN THE EVENT THAT THE COMMISSION

5 ADOPTS THE ORS PLAN?

6 A. Yes. The three credit rating agencies have published commentaries on the

7 credit guidelines that they apply when rating SCE&G, and they have given

8 indications of their likely rating rationales upon the conclusion of this proceeding.

9 The rating agencies strive to make their expectations for each company they rate

10 clear to the investing public. Interpreting the rating agencies'ost recently

11 published comments and each agency's financial ratio benchmarks provides a

12 reasonable outline of the credit rating actions that would result from the imposition

13 of the ORS Plan. Since each agency has different rating criteria and financial ratio

14 guidelines, I review the credit agencies one at a time and begin with S&P.

15 Q. PLEASE EXPLAIN YOUR VIEW OF THF. LIKELY IMPACT ON S&P'S

16 RATING OF SCE&G IF THE COMMISSION ADOPTS THE ORS PLAN.

17 A.

18

19

2'0

S&P's current credit rating of SCE&G was downgraded to BBB- (the lowest

rating within the investment grade category) on July 3, 2018, and the rating is on

Credit Watch with negative implications. S&P states very clearly in its report

published August 23, 2018:

21
22
23

We could lower ratings again if credit metrics weaken further beyond
those in our base-case scenario, in which we assume the temporary
rate cut is permanent. This could occur following the pending Summer

DOCKET NO. 2017-370-E
ELLEN LAPSON

Page 20 of 47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

23
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

23
of91

abandonment proceeding if the PS C orders a permanent rate reduction
or rate credits that lead to incrementally weaker financial measures
than those resulting from the temporary 15% rate cut. Conversely, we
could affirm ratings if the PSC does not require further rate credits or
rate reductions beyond the 15% rate reduction already assumed in our
base-case scenario.'he

S&P report predicts that if the outcome of this case is equivalent to the 15%

revenue reduction effective under the Experimental Rate, the Company's core

financial ratios will weaken.'4 S&P forecasts that the ratio of FFO-to-Debt will

decline to 14%, while the ratio of Debt-to-EBITDA will increase to the range of4.5

to 5.5 times. These numbers are meaningful, because S&P's predicted FFO-to-Debt

ratio of 14~/o is very close to the borderline of 13% between Significant Financial

Risk and Aggressive Financial Risk; the predicted Debt-to-EBITDA ratio of 4.5 to

5.5 times is consistent with Aggressive Financial Risk. Consequently, if the revenue

reduction is limited to 15% or less, SCE&G's predicted core leverage ratios would

hover near the borderline between financial risk assessments of Significant and

Aggressive, with one ratio just above the border and one below. That would imply

a rating of either BBB- or BB+.

" Standard &, Poor's Ratings Direct, Summary, South Carolina Electric & Gas, August 23, 2018, at 2.
(Exhibit No. (EL- I).
" S&P's two most important financial ratios are: Funds From Operation ("FFO") to Debt; and Debt to
Earnings Before Interest, Income Ta~, Depreciation and Amortization ("EBITDA"). A decline in FFO-to-
Debt indicates higher debt leverage and greater financial risk. An increase in Debt-to-EBITDA is another
indicator of higher debt leverage and greater financial risk. S&P refers to these two financial ratios as its
"core" ratios.
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However, the ORS Plan targets a revenue reduction of 20%, a steeper

2 reduction than the 15% revenue reduction modeled by S&P. The implication is that

3 FFO-to-Debt will fall below 13% and Debt-to-EBITDA will certainly be greater

4 than 4.5 times, signifying that both core ratios will be in the Aggressive category

5 under the ORS Plan. If S&P maintains its current business risk assessment of

6 "Strong," the predicted credit rating would be BB+. If S&P determines at the same

7 time that an unfavorable regulatory environment for the Company warrants

8 lowering its business risk assessment from "Strong" to "Satisfactory," the resulting

9 credit rating combining Aggressive financial risk with Satisfactory business risk

10 would be BB. These results can be tracked on the grid that appears on page 6 of the

11 report, Thus, my analysis leads me to conclude that if the Commission adopts the

12 ORS Plan and the Dominion Energy business combination plan terminates, S&P

13 would lower the SCE&G's issuer credit rating to BB+ or possibly BB.

14 Q. WHAT WOULD BE THE LIKELY S&P CREDIT RATLVG OF SCE&G IF

15 THK COMMISSION APPROVES THE CUSTOMER BENEFIT PLAN AND

16 THK BUSINESS COMBINATION WITH DOMINION ENERGY?

17 A. The August 23, 2018 S&P report contains no comment about the Dominion

19

20

21

22

Energy business combination, but based on S&P*s well-established consolidated

rating methodology, it is certain that the resulting issuer credit rating of SCE&G

would be equalized with the issuer credit rating of Dominion Energy at the time of

the business combination. Currently Dominion Energy's issuer credit rating is

BBB+ with a negative outlook. S&P may lower Dominion Energy's rating to BBB
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1 to reflect the consolidation of SCE&G with Dominion Energy. In that case,

2 SCE&G's issuer credit rating would be upgraded by one notch from the current

3 BBB- to BBB; if S&P retains Dominion Fnergy's BBB+ rating, SCE&G's issuer

4 credit rating would rise by two notches to BBB+.

5 Q. NOW LKT'S TURN TO MOODY'S. WHAT IS YOUR VIEW OF THK

6 LIKELY IMPACT ON MOODY'S RATING OF SCK& G IF THK

7 COMMISSION ADOPTS THK ORS PLAN?

8 A. Moody's rating of SCE&G is currently Baa3 (the lowest rating within the

10

investment grade category), with a negative rating outlook. The most recent

commentary published by Moody's was a Credit Opinion that appeared on July 23,

2018. In that report, Moody's commented on its negative outlook as follows:

12

13

14

15

16
17
18
19
20

21

22

23

The rating outlook is negative, reflecting the contentious political and
regulatory environtnent in which the company is operating. The
ratings could move downward if there is a further deterioration of the
legislative and regulatory compact, or if the impact on SCE&G's
credit profile is more severe than we anticipate. For example if we
expect the utility would not be able to maintain a ratio of CFO pre-
WC to debt that is at least around 13%.'lso,

Moody's states that it expects that the Commission will not impose a rate

reduction on SCE&G that is any greater than the 14.8% revenue reduction under the

Experimental Rate," In the same report, Moody's forecasts that with a revenue

reduction of approximately 14.8%, SCE&G's ratio of Cash Flow from Operation

" Moody's Investors Service, Credit Opinion, South Carolina Electric & Gas: Update Following Rating
Confirmation, July 23, 2018, at 3. (Exhibit No. (EL-2))
" S&P rounds the percentage to15%; Moody's and Fitch cite a reduction of 14.8% for the Experimental
Rate.
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10

12

13

14

15

16

18

20

21

22

excluding Changes in Working Capital ("CFO pre-WC") to Debt would weaken "to

the mid-teens" but would be consistent with the current rating of Baa3. However,

Moody's states that if that ratio falls below 13%, the rating would be downgraded

to Bal (a speculative grade rating). Therefore, I conclude that if the Commission

adopts the ORS Plan and a revenue reduction of 20%, the resulting ratio of CFO

pre-WC to Debt would decline to 13% or lower. Based on this erosion of the key

leverage metric, Moody's would be inclined to downgrade the issuer rating to Bal,

a rating decision that would be further supported if Moody's deems that the

Commission's decision to impose such a severe rate reduction indicates an

inequitable regulatory and political environment.

When evaluating the credit ofa rate-regulated utility, Moody's methodology

bases 50% of the rating on a qualitative assessment of the regulatory environment

and ability to recover costs and investments and 40% on the financial credit metrics;

the remaining 10% of the rating is based on Moody's assessment of the company's

diversification of risks. The regulatory factors that Moody's analysts assess along

with Moody's current assessinents of those factors relating to SCE&G appear in

Exhibit No. (EL-3),

Moody's currently assesses SCE&G's regulatory environment to be midway

between the Baa and the Ba levels. Similarly, SCE&G's score for the diversification

factor is midway between Baa and Ba. Adoption of the ORS Plan would erode the

scores for Financial Strength, and the combination of weaker financial metrics that

fall short of the Baa category along with current scores for regulatory factors and
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1 diversification factors straddling Baa and Ba categories would justify a credit rating

2 reduction to the sub-investment grade rating of Bal.

3 Q. WHAT RATINGS ACTION WOULD MOODY'S TAKE IF THE

4 COMMISSION APPROVES THE CUSTOMER BENEFIT PLAN AND THE

5 BUSINESS COMBINATION WITH DOMINION ENERGY'?

6 A.

10

Unlike S&P, Moody's issuer rating of SCE&G would not necessarily be

identical with Moody's Baa2 issuer rating of Dominion Energy. Moody's rating of

SCE&G as a subsidiary of Dominion Energy would reflect the standalone cred'it

profile of the Company, but would also take into consideration the benefit of the

combination with a larger and financially capable parent company. In the July 23,

2018 Credit Opinion, Moody's states with regards to factors that could lead to an

upgrade:

13

14
15

16
17
18
19
20
21

22

23

The rating outlook is negative; as such, the ratings are not likely to
move upward over the next 12-18 months. The outlook could be
returned to stable if the open docket at the SCPSC results in a rate plan
that will support stable and predictable cash flow metrics, including a
ratio of CEO pre-WC to debt of at least 13%. Completion of the
proposed merger with Doininion Energy could also cause the outlook
to be revised to stable."

I interpret that as very strong guidance that the approval of the Customer Benefit

Plan and the business combination with Dominion Energy would lead Moody's to

affirm the current rating of Baa3 and change the rating outlook to Stable.

'bid. at 3.
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Q. WHAT IS YOUR ANALYSIS OF THE LIKELY IMPACT ON FITCH'S

2 RATING OF SCE&G IF THE COMMISSION DECIDES TO ADOPT THE

ORS PLAN?

10

A. Fitch published its most recent comment on SCE&G on August 8, 2018 when

it downgraded SCE&G's issuer rating to 88+ (a specu1ative grade rating) from

BBB-. F'itch currently has the lowest rating of SCE&G, and the rating is on an

Evolving Watch status, which indicates that the rating could either be upgraded or

downgraded depending on the Commission's decision in the pending regulatory

dockets. The August 8 press release commented on the imposition of the

Experimental Rate, a revenue reduction it cited as approximately 14.8%e. The release

refers to the prospects for both SCE&G and SCANA ("SCG"), as follows:

12

13

14

15

16
17
18
19
20
21
22
23
24
25

Fitch considers. the magnitude of the cut to be detrimental to
SCE&G's and SCG's credit metrics, even after consideration of
SCG*s 80% reduction of the common dividend. Despite the
legislature's characterization of the new rate as "temporary," Fitch is
concerned that the expected December order could be of the same
magnitude. If the PSC issues an order in December 2018 with a
permanent cut of a similar magnitude, additional downgrades may be
warranted. If the 14.8% rate cut were to be permanent, Fitch expects
SCG's Total Adjusted Debt/EBITDAR to average around 6x over the
next three years and SCE&G's to average around 5.7x, both above
Fitch's previously stated downgrade thresholds of 5.5x and 5.0x,
respectively.'s

Adjusted Debt to Earnings before Interest, Income 'fax, Depreciation and

Amortization and Rent ("EBITDAR") is Fitch's key financial measure. A greater

" Fitch Ratings, Press Release: Fitch Downgrades SCANA to 'BBVSCE6'4G to 'BB+', Maintains Rating
Watch Evolving, August 8, 2018, at 1 (Exhibit No. (EL- 4)). See also Fitch Ratings, South Carolina
Electric 6'4 Gas Co., July 16, 2018 (Exhibit No. (EL-5)).
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1 ratio of Adjusted Debt to EBITDAR signifies higher debt leverage and greater

2 financial risk. If a 14.8% revenue reduction would cause SCE&G's debt leverage to

3 exceed Fitch's guidelines for the current rating of BB+, then the 20% revenue

4 reduction pursuant to the ORS Plan would violate Fitch's guideline ratio by an even

5 greater extent. Thus, implementation of the ORS Plan would likely lead to a further

6 ratings downgrade for SCF&G to BB from BB+.

7 Q. WHAT ACTION DO YOU EXPECT THAT FITCH WOULD TAKE IF THE

8 COMMISSION APPROVES THK CUSTOMER BENEFIT PLAN AND THK

9 BUSINESS COMBLVATION WITH DOMINION ENERGY?

10 A. Fitch stated in the August 8, 2018, press release:

ll
12

13

14

15

16

17

20

Developments that May, Individually or Collectively, Lead to
Positive Rating Action. The ratings could be upgraded if the merger
into DEI and resolution of new nuclear issues result in SCE&G's
adjusted debt/EBITDAR stabilizing around 3.5x-4.0x.'hat

is consistent with the Evolving Watch that Fitch has maintained for SCE&G

since the Company announced a business combination agreement with Dominion

Energy. That watch status signals that either a downgrade or upgrade could occur

depending on a binary outcome. It appears likely that the business combination with

Dominion Energy in the context of the Customer Benefit Plan or a variant thereof

would lead Fitch to upgrade SCE&G's issuer rating to BBB-.

'bid. at 2.
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I Q. PLEASE SUMMARIZE THK RESULTS OF YOUR REVIEW OF THE

2 RESULTING CREDIT RATINGS IF THE COMMISSION ADOPTS A

3 DECISION SIMILAR TO THK ORS PLAN, OR ON THK OTHER HAND, IF

4 THE COMMISSION APPROVES THE BUSINESS COMBINATION AND

5 ADOPTS THE CUSTOMER BENEFIT PLAN.

6 A. I summarized the rating outcomes that were explained above in Table EL-2.

The rationales explained in the rating agencies'ost recent reports leads me to

expect that the business combination with Dominion Energy and a plan equivalent

10

12

13

14
15

to the Customer Benefit Plan, if approved, would result in the restoration or

retention of low investment grade ratings by all three agencies, while a plan

equivalent to the ORS Plan, ifapproved, would lead to sub-investment grade ratings

in the BB/Ba category at all three agencies.

Table EL-2

Predicted Credit Rating Impacts

Current
Issuer Credit

R@tln
Current
Outlook

Outcome
Fquivalent to ORS

Plan

Approval of
Business

combination &
Customer Benefit

Plan
Fitch B8+ Evolving BB BBB-

Moody's

S&P

Baa3 Negative Bal Baa3
CreditWatch,

BBB- Negative BB+ or BB BBB
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1 V, RESPONSE TO THE DIRECT TESTIMONY OF MR. KEVIN
2 O'DONNELL
3

4 Q. PLEASE PROVIDE A BRIEF SUMMARY OF MR. O'DONNELL'S

5 DIRECT TESTIMONY AND RECOMMENDATION.

6 A. On behalf of the SCEUC, Mr, O'Donnell supports implementation ofan 18%

7 reduction in electric rates proposed by ORS. He also suggests that SCANA can

8 activate potential mitigants to SCE&G's credit problems. Specifically, Mr.

9 O'Donnell suggests that SCANA could eliminate its remaining dividend and sell its

10 ownership of Public Service Co. of North Carolina ("PSNC"), to which O'Donnell

11 attributes a potential value of $2.2 billion. Mr. O'Donnell further asserts that

12 althougohSCE&G will experience higher costs of long-term debt over time as a

13 consequence of 1Vloody's one-notch downgrade of SCE&G's credit rating from

14 Baa2 to Baa3 on February 5, 2018, that cost is small relative to the savings to

15 customers of the reductions in revenue requirements und'er the ORS Plan.

16 Q. MR. O'DONNKLL STATES THAT YOU DID NOT ANTICIPATE

17 DIVIDEND CUTS BUT, INSTEAD, FOCUSED ON THK CONSEQUENCES

18 INVOLVING CREDIT DOWNGRADES AND POSSIBLE BANKRUPTCY.

19 HOW DO YOU RESPOND?

20 A, I did not address a dividend cut by SCANA because it cannot be considered

21 as a remedy for SCE&G's ongoing credit problem. Facing the implementation of

Act 258, SCANA's decision to reduce its dividend on June 29, 2018 was a

" O'Donnell Direct at 7:11-15.

DOCKETNO. 2017-370-E
ELLEN LAPSON

Page 29 of47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

32
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

32
of91

1 reasonable and prudent decision to enable the parent holding company SCANA to

2 conserve cash and avoid the insolvency, but dividend cuts will not resolve SCE&G's

3 credit dilemma relating to weak operating cash flow resulting from the

4 implementation of the ORS Plan. A utility must have sustainable operating cash

S flow and a sound capital structure in order to provide optimal service to customers.

6 Q. MR. O'DONNELL ASSERTS THAT CUTTING SCANA'S DIVIDEND IS AN

7 EFFECTIVE STEP THAT %'ILL IMPROVE SCE&G'S CREDIT

8 STABILITY AND A WAY TO "DIG ITS %'AY OUT OF A HOLE." 'O
9 YOU AGREE?

10 A. Based on his testimony, Mr. O'Donneil is aware of only one rating

12

13

14

16

17

18

19

downgrade in 2018: a downgrade by Moody's in February 2018. Mr. O'Donnell

appears to be unaware that two rating agencies (S&P and Fitch) lowered SCE&G's

ratings in August 2018, after the announcement of the 80% dividend cut. Fitch's

downgrade lowered SCE&G's issuer credit rating below investment grade into the

speculative grade category. The two subsequent ratings downgrades on August 8

and 9 were after SCANA's announcement of the dividend cut; both of these rating

agencies noted in their commentaries that the dividend cut by SCANA was helpful

to preserve parent company liquidity, but would not remedy the underlying credit

problem at SCE&G. Contrary to Mr. O'Donnell's assertion, the 80% dividend cut

" O'Donnell Direct at 7: 13-15

' "Donnell Direct at 10: 7-8.
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1 did not produce credit stability, so it is foolish to suggest that eliminating a $70

2 million per annum dividend would have any greater effect.

3 Q. HOW DO YOU RESPOND TO MR. O'DONNELL'S TESTIMONY

4 REGARDING THE POSSIBLE SALK OF PSNC AS A MEANS TO

5 MITIGATE THK NEGATIVE CREDIT CONSEQUENCES YOU MENTION

6 IN YOUR TESTIMONY?ts

7 A. My response is similar to my response regarding cutting the dividend:

10

12

13

14

15

16

17

18

19

20

SCANA's sale of PSNC, a sister subsidiary to SCE&G, would not improve the

credit status of SCE&G and would not address the problem of inadequate ongoing

cash flow relative to the operating utility debt. The company that is regulated by the

Commission is SCE&G, and the Commission should determine rates for SCE&G

that are adequate, fair, and reasonable to support the ongoing solvency and financial

strength of the regulated utility company.

If Mr. O'Donnell's concern is that SCANA would be unable to issue equity

at the parent company level to fund future required equity investment in SCE&G,

then the sale of a subsidiary would be a potential way to avoid a public issuance of

shares. However, that does not appear to be Mr. O*Donnell's intent. Mr. O'Donnell

appears to suggest that SCANA shoul'd subsidize the operations of SCE&G with the

proceeds of the sale of a sister subsidiary, a clear admission that his proposal is

unfair and reasonable to SCE&G and amounts to a taking ofSCE&G's property that

" O'Donnell Direct at 9.
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I he suggests be remedied by confiscating $2.2 billion of other assets of SCANA.

2 However, the sa'le of a SCANA subsidiary will not remedy weak operating cash

3 flow at SCE&G or boost SCE&G's individual credit quality. The rate structure at

4 SCE&G should be set in a manner that provides the utility company an opportunity

5 to satisfy future customers'eeds for service and attract the capital necessary to do

6 So.

7 Q. DOES MR. O'DONNELL RECOMMEND THAT A FURTHER DIVIDEND.

8 CUT FOR SCANA WILL SOLVE THE CREDIT PROBLEMS THAT HIS

9 RECOMMENDED REVENUE REDUCTIONS WOULD CREATE AT

10 SCK&G?

11 A. Mr. O'Donnell is inconsistent regarding cutting the remaining SCANA

12

13

14

15

common stock dividend: He states that he is "not recommending that SCANA take

that action, but again, that option is available to the Company. Elimination of the

dividend would save SCANA an additional $70 million per year." 'ut in his

conclusion, he jumps on board with the following assertion:

16

17

18

19

20

In addition, the sale of PSNC and the entire elimination of the SCANA
dividend can provide even more credit stability to SCANA.'n

fact, eliminating the dividend entirely is a short-sighted approach that would

impede SCANA and indirectly SCE&G from attracting equity capital in the future.

Some investment accounts are limited by policy or charter from owning stocks that

''DonneE Direct at 9:26-10:1.
n O'Donnell Direct at 14:8-9.

DOCKET NO. 2017-370-E
ELLEN LAPSON

Page 32 of 47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

35
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

35
of91

1 pay no dividends; thus, the costs of such a decision would outweigh the amount of

2 cash saved, unless the action is necessary to avert bankruptcy.

3 Q. MR. O'DONNELL ESTIMATES THK COST OF A CREDIT DO%'NGRADE

4 TO SCK&G AND ITS CUSTOMERS" DO YOU AGREE %1TH HIS

5 ESTIMATES?

6 A. No, I do not. In fact, the real impact is at least seven to fourteen times greater

than Mr. O'Donnell's estimate. He underestimates the incremental cost in several

10

12

13

14

15

ways: (1) arithmetic errors in calculating the amount of new funding; (2) omitting

the principal amount of maturing bonds to be refinanced over the years in question;

(3) estimating a differential interest rate that is considerably lower than the current

market conditions, as illustrated by the August 2018 bond issues; and (4) failing to

consider the inaremental interest costs if two more rating agencies lower SCE&G's

issuer credit ratings into the speculative category. I correct these errors and revise

the estimated incremental interest costs as summarized in Table EL-3 below, with

details shown in my Exhibit No. (EL-6).

" O'Donnell Direct at 10:10-12:14.
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Table EL-3
Estimated Incremental Interest Cost Due to Downgrades

Interest Rate Differential - Incremental cost for SCE&G versus funding cost of the average D.S. electric
utility

BP - Basis points.

1 Q. WHAT ARE THE ERRORS IN MR. O'DONNELL'S TABLE I AND

2 EXHIBIT KWO-I RELATING TO THE PRINCIPAL AMOUNT OF DEBT

3 ISSUANCE THAT YOU CORRECT IN YOUR EXHIBIT NO. (EL-5)?

4 A. Mr. OrDonnell omitted the funding of transmission investments that he

showed in his exhibit KWO-I when he added the cumulative amount of new debt

funding. This error understated the amount ofdebt issuance by $344 million but had

a far greater effect over time in the cumulative amount of interest cost. In addition

to that computational error, he made a conceptual error by omitting the principal

amount of bond maturities to be refinanced. That omission contributed to
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1 understating the amount of debt issuance by $4,800 million ($4.8 billion) over the

2 titne period of his analysis.t7

3 Q. WHAT OTHER REVISIONS HAVE YOU MADE IN YOUR TABLE EL-3

4 AND EXHIBIT NO. {EL-5)?

5 A.

10

12

13

14

15

16

17

19

Mr. O'Donnell greatly underestimated the cost impact to SCE&G of credit

downgrades by limiting his analysis to a one-notch downgrade made by Moody's

in February 2018 from Baa2 to Baa3 and failing to consider that SCE&G's ratings

over the past 13 months since ORS's Request on September 26, 2017 have declined

by more than one notch. Both S&P and Fitch downgraded SCE&G's credit ratings

by two notches since that date, while Moody's downgraded the rating by one notch.

Furthermore, the credit watch in effect at S&P and Fitch and negative rating outlook

at Moody's cast a further cloud over the ratings by those two agencies, causirtg a

more negative impact on the debt capital market view of SCE&G's

creditworthiness.

Mr. O'Donnell claims to be "conservative" by using generic data rather than

actual market data to estimate a hypothetical impact of a single-notch downgrade

within the three-notch range ofA to 8aa at 16.67 basis points (that is, 50 basis points

divided by 3). However, we have real data from the bond market; wider yield

spreads on SCE&G's long-term bonds have already far exceeded Mr. O'Donnell's

'y review was limited to the information in O'Donnell's exhibit KWO-1 and did not seek to verify Mr.
O'Donnell's basic forecasts of the amount of capital expenditures nor the amount that would be externally
financed with debt. Mr. O'Donnell's estimates of those amounts may incorporate other errors that 1 was not
able to audit.
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10

12

13

14

15

16

17

18

20

21

estimate. SCE&G actually issued ten-year maturity bonds in August 2018 and

incurred a yield spread that was 50 to 70 basis points higher than that for ten-year

bonds issued by electric utilities whose credit was not similarly burdened (as shown

in Table EL-1). Mr. O'Donnell also fails to consider further adverse movement in

credit spreads if SCE&G experiences further downgrades by S&P or Moody's

below investment grade into speculative grade ratings in the BB and Ba category. If

SCE&G is subjected to a revenue reduction of 18% (as Mr. O'Donnell recommends)

or 20%, the full effect of the ORS Plan, the ratings transition to the BB and Ba

speculative grade category would widen the required yield spread by a greater step

function, probably adding another 25-40 basis points to the current yield spread.

Mr. O'Donnell's calculation of a 16.67 basis point increase in interest

expense is misleading. A more accurate depiction of the incremental cost of the

credit downgrades that have already resulted from ORS's Request and Act 258 is

approximately 50 to 60 basis points; in my Table EL-3 above, I estimated the current

cost to SCE&G at 55 basis points higher as a result of its credit downgrades (a

somewhat lower spread than the 63.5 basis point differential noted in Table EL-l.)

Also, if the credit ratings are downgraded below investment grade into the

speculative grade category, the differential spread for SCE&G long-term interest

costs is likely to widen to an aggregate of 75 to 95 points (or more) as shown in

Table EL-3 above.

Mr. O'Donnell has further underestimated the costs of credit downgrades to

22 SCE&G by limiting his table only to incremental costs of debt. Mr. O'Donnell
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1 acknowledges that the cost of equity capital will also increase as a result of credit

2 downgrades, but he omits any calculation of that cost since "setting the cost of

3 equity is a subjective process seen through many filters."

In summary, Mr. O'Donnell's estimation of the incremental capital cost of

5 credit downgrades is based on faulty assumptions and computational errors, and he

6 fails to consider real market data that is readily available. His estimate is unreliable,

7 and the true cost is substantially in excess of his estimate.

8 VI. RESPONSE TO THK DIRECT TESTIMONY OF MR. RUBIN

9 Q. PLEASE PROVIDE A BRIEF SUMMARY OF MR. RUBIN'S DIRECT

10 TESTIMONY AND RECOMMENDATION.

11 A. On behalf of AARP, Mr. Rubin asserts that SCE&G's decision to continue

13

14

16

17

18

19

construction of the nuclear units after June 2014 was imprudent: Consequently, he

suggests that investments made after that time, which totaled approximately $2.5

billion, should be excluded from recovery from customers. lie also recommends

that the Commission should order the Company to continue the BLRA surcharge at

the reduced level of the Experimental Rate through December 31, 2018. Under his

proposal, the surcharge would end after that date, and customers would not pay

anything further to support the Project investment. He further recommends that

SCEkG should not be required to refund any amounts previously paid under the

" O'Donnell Direct at 10:13-21.
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I BLRA, thus resulting in customers paying approximately $2.2 billion to support the

2 Project.

3 Q. MR. RUBIN RECOMMENDS THAT THE COMMISSION SHOULD KND

4 THK BLRA SURCHARGE ON DECEMBER 31, 2018 AND THAT THERE

5 SHOULD BK NO FURTHER RECOVERY OF NND PROJECT COSTS

6 FROM THK CUSTOMERS. DO YOU AGREE2

7 A. This is a radical recommendation. It is extremely punitive, and its effect upon

8 SCE&G's financial health would be staggering. It would have disastrous impact on

9 SCE&G's ability to sustain itself and meet customers'eeds for high quality of

10 utility service, consequences that Mr. Rubin fails to consider.

11 Q. HOW DO YOU RESPOND TO MR. RUBIN'S TESTIMONY THAT

12 SCANA'S STOCKHOLDERS CAN ABSORB A $2 BILLION WRITEDOWN

13 TO COMMON EQUITYo

14 A. Mr. Rubin appears far more interested in inflicting pain on shareholders of

15 SCANA than in setting SCE&G on a path toward a financially sound and viable

16 status. He has lost sight of the fact that SCE&G delivers vital services to its

17 customers, and putting the utility in a financially distressed condition will not serve

18 the future needs of customers nor promote a strong economy in South Carolina.

Mr. Rubin asserts:

20
21

If the common equity balance were written down by $2.0 billion to
$3.3 billion (as an example) that would result in a common equity

" Rubin Direct at 28-29.
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ratio of approximately 35'le. According to Company witness Lapson,
the Company's debt covenants require at least a 30Ãe equity ratio. "

Despite Mr. Rubin's dismissive tone, the situation he describes would have grave

5 consequences. Even if the Company were not forced to default on its debt covenants

6 by a write-down of the common equity, the impact of a ratio of 35/e book equity to

7 capital would be that SCE&G would be treated as a highly leveraged entity, and its

8 ratings would most likely be in the speculative grade (below investment grade). As

9 a result, the Company would be in peril of loss of liquidity and loss of access to

10 capital markets during a future cyclical downturn in credit financial market

11 conditions.

12 VII. RESPONSERKGARDINGAPOTENTIALSKCURITIZATION
13 TRANSACTION
14
15 Q. SEVERAL WITNESSES, INCLUDLVG MESSRS. KOLLKN, BINZ, AND

16 VARADARAJAN SUGGEST THAT SCE&G SHOULD FUND THK

17 REGULATORY ASSET REPRESENTING COSTS OF THE NUCLEAR

18 PROJECT THAT ARE APPROVED FOR RECOVERY VIA A

19 SECURITIZATION TRANSACTION. PLEASE BRIEFLY SUMMARIZE

20 MR. KOLLEN'S TESTIMONY ON THIS TOPIC.

21 A. Mr. Kollen proposes a securitization transaction in an amount exceeding $2.6

22

23

billion to fund the recovery of a regulatory asset comprising the portion of the

investment in the Project that ORS proposes for regulatory recovery."

'obin Direct at 29:4-9.

'otten Direct at 10:18-11:19.
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1 Q. PLEASE SUMMARIZE THE DIRECT TESTIMONY AND

2 RECOMMENDATIONS OF CCL AND SACE WITNESSES BINZ AND

3 VARADARAJAN REGARDING A SECURITIZATION TRANiSACTION.

4 A. Mr. Binz suggests that it is feasible to fund the recovery of stranded costs

10

(such as the allowed portion of the Project cost) at low costs using utility rate

securitization bonds; and second, he proposes the potential use of the proceeds of

the securitization transaction to fund the acquisition by SCE&G of solar or wind-

powered energy production equipment.'r.

Varadarajan testifies regarding six financial scenarios that he modeled

to test the financial aspects of each scenario under three financing assumptions. The

three forms of financing he tested were traditional utility funding regulatory assets

12 with a mix of debt and equity; an alternative form of corporate bond issuancens and

13

14

15

16

17

funding through a special purpose entity using utility securitization bonds. He

compared these financing mechanisms under two assumptions: with or without an

upfront payment to customers. He concludes that the use of securitization bonds

provides the lowest cost financing in several different scenarios. He also suggests

that a combination of securitization bonds and no up-front payment to customers

provides lower costs and' favorable spread of benefits among time periods.s4

Binz Direct at I 5-22.

Mr. Varadarajan does not provide any evidence or precedents for the alternate type of corporate bonds
that make up his second form of financing. 1 am unaware of any precedents or examples for this funding
mechanism, thus suggesting this proposal is a "straw man."
" Varadarajan Direct at 4-22.
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1 Q. WHAT IS YOUR RESPONSE TO THE RECOMMENDATIONS BY THESE

2 THREE WITNESSES REGARDING THE ADVANTAGES OF A

3 SECURITIZATION TRANSACTION?

4 A. First, the large securitization transaction that the witnesses posit is

5 inconsistent with the conditions for a merger with Dominion Energy, a business

6 combination that provides a very viable prospect for SCE&G's future financial

7 stability and strength. The Dominion Energy business combination along with the

8 Customer Benefit Plan offer real benefits, and there is no doubt or question about

9 Dominion Energy's financial capability to carry out the proposed business

10 combination terms or the other features of the Customer Benefit Plan. I have a high

11 degree ofconfidence that the Dominion Energy business combination and Customer

12 Benefit Plan would result in improved creditworthiness and investment grade credit

13 ratings for SCEBcG.

14 On the other hand, it is not at all clear that securitization is a viable option at

15 the present time. As I discussed previously, the law does not exist to permit the

16 supposed seouritization transaction and there are numerous legal hurdles to be

17 cleared before a transaction could take place.

18 Q. WHAT SORT OF LEGAL HURDLES ARE YOU REFERRING TO?

19 A.

20

21

22

For example, some legal research is essential to determine if a voter

referendum or ballot initiative in South Carolina could invalidate or overturn the

State Pledge, an essential component in a utility tariff securitization. If that

possibility exists, a transaction would not be feasible. None of the witnesses has
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1 presented evidence on that point, and indeed, they may not even be aware of this

2 potential constraint.

If that potential problem can be ruled out, then in order to issue bonds in the

4 financial markets, the form of the enabling law and all related documentation must

5 conform to a strict flnancial market standard for utility securitization bonds. The

6 legislation cannot include any material exceptions that allow customers or classes

7 of customers to avoid paying the special charges, and there is no leeway for the

8 legislators to add any bells or flourishes.

The Commission would be required to pass through periodic {semi-annual or

10 annual) adjustments to readjust customer charges in the light of changes in sales

ll volumes in order to assure that the collections match the debt service requirements

12 on the bonds. The Commission's review would be limited to checking the accuracy

13 of the calculations, and intervenors would not have any rights to intervene.

14 Finally, if the Commission's order in this proceeding {the order that gives

15 rise to the regulatory asset that would be the asset to be securitized) is subject to

16 judicial appeal because of constitutional challenges or other procedural challenges,

17 it would be very difficult if at all possible to carry out a securitization transaction in

18 the principal proposed amount of $2.6 billion until that challenge has been resolved.

19 Q. ARE THERE ANY NEGATIVES IN THE SECURITIZATION PROCESS

20 THAT THE OPPOSING WITNESSES HAVE FAILED TO POINT OUT?

21 A. Yes, there are a number of potential negatives. First, a securitization of the

22 regulatory asset would provide no cash flow to SCE&G, and it would eliminate
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I approximately $ 86 million in annual operating cash flow to SCE&G relative to the

2 ORS Plan absent a securitization transaction. Thus, the transaction would

3 exacerbate the condition of weak operating cash flows in the event of the

4 implementation of all the other parts of the ORS Plan.

Second, this debt would appear on the balance sheet of SCE&G and would

6 remain in place for many years, without corresponding equity to balance the capital

7 structure. Thus, it would burden SCE&G with high balance sheet debt leverage for

8 one to two decades.

Third, the security transaction is an extremely inflexible financial structure

10 due to its long tenor, large size, and inflexible terms. As such, it would eliminate

11 some future options both for the policy makers (the legislature and Commission)

12 and for SCE&G's customers. If new forms of energy or distributed energy become

13 feasible in the future, the State's Pledge regarding the securitization bond

14 transaction may prevent state officials or the Commission from embracing such

15 options. Also, if in the future, electric sales enter a trend ofdecline due to technology

16 changes, the Commission would be required to pass through ever greater increases

17 in the special tariff rate to allocate the debt service revenue requirement to the

18 remaining sales volume and thus sustain the total level of collections, a process that

19 could be politically unpopular.

20 Q. IS THERE AN ASSURED INVESTMENT MARKET FOR THE BONDS

21 THAT WOULD NEED TO BE SOI D IN THIS TRANSACTION?
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1 A. That is not entirely clear. First, debt market participants may not give

2 credence to the willingness and ability of South Carolina public officials to stick

3 with the terms of the securitization for a term of up to twenty years in the future if

4 conditions change, given that the Base Load Review Act passed by the legislature

5 was set aside eight years after its enactment. Second, if the regulatory asset to be

6 securitized is created through a litigated proceeding and the securitization

7 transaction is ordered over the objections of the Company, it might temper

8 investors'nthusiasm for the transaction. There is no precedent transaction in the

9 utility sector of a utility tariff securitization that took place over the objections of

10 the utility company. In fact, in all precedent transactions, the utility company was a

11 willing and cooperative sponsor of the transaction. If both of these points materialize

12 as negatives in the investment market, then the yields offered on the bonds would

13 have to be greater than those estimated by Mr. Kollen in his testimony and relevant

14 exhibits.

15 Q. WHAT ARE THE CONDITIONS OR STEPS NECESSARY FOR THE

16 ISSUANCE OF SECURITIZATIOV BONDS IN THIS CIRCUMSTANCE?

17 A.

18

19

20

21

22

This is a brief summary of steps m the process:

I} As I mentioned already, legal research is needed to assure that there is no

basis under South Carolina law for a change by a subsequent legislative vote,

administrative action, or a voter referendum or ballot initiative in South

Carohna that could invalidate the bonds, interfere with the collection or

adjustments of the rates, or overturn the State Pledge.

DOCKET NO. 20 I 7-370-E
ELLEN LAPSON

Page 44 of 47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

47
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

47
of91

1 2) If the results of step 1 are favorable, enabling legislation would be necessary

to permit a securitization transaction; the standards for the form of the statute

and state pledge are very strict.

4 3) The State of South Carolina must pledge not to take any actions that would

interfere with the transaction and recovery of the pledged assets. Terms of

the State Pledge include that the state will not pass laws or regulations or

make any policies that encourage or permit customers to disconnect from the

grid or to avoid paying the special charges as long as any of the transaction

bonds are outstanding.

10 4) The Commission would be required to hold a proceeding to authorize the

13

issuance of the bonds. In that proceeding, the Commission would also

establish the mechanism for periodically passing through adjustments to the

unit costs through an administrative process to maintain stable collections

and meet the entire revenue requirement of the securitization bonds.

15 Q. IS THERE A DOWNSIDE TO THK CONSIDERATION OF A

16 SKCURITIZATION TRANSACTION WITHIN THE CONTEXT OF THIS

17 PROCEEDING?

18 A.

19

20

21

22

The suggestion that the invested amounts in the Project can be securitized

and thus result in lower costs, at first glance, seems appealing. Given that none of

the necessary conditions have been fulfilled, however, this proposal is simply a

premature and infeasible "red herring" that only serves to distract or divert attention

away from the very real and serious issues that must be considered in this
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proceeding. A focus of this proceeding must be to reestablish the financial strength

of SCE&G that is entirely necessary for customers to continue to receive safe and

reliable electric services.

4 VIII. CONCLUSION

5 Q. WHAT ARK YOUR OUKRALL CONCLUSIONS AND

6 RKCOMMENDATIONS?

7 A. In their Direct Testimony, the witnesses Baudino, Koflen, O'Donnell, and

10

12

13

14

15

16

17

18

20

21

22

Rubin recommend steep and punitive reductions in SCE&G's ongoing operating

cash flow without giving adequate consideration to the resulting adverse impacts on

the Company's financial condition and ability to serve customers'uture needs.

While customers have an interest in lowering the cost of electricity in the short run,

customers rely on their electric utility for maintaining and extending reliable and

safe service to satisfy not only their current needs but also their future needs. A

financially weak or failing electric utility cannot assure customers a predictable and

high quality of service, which is a necessary foundation for the economic and

employment climate in its service territory. The Customer Benefit Plan and the

proposed Dominion Energy business combination provide a strong prospect of

restoring SCE&G's creditworthiness while also providing benefits to current and

future customers. On the other hand, the ORS Plan and proposals by Rubin and

O'Donnell are likely to drive SCE&G's issuer credit into the sub-investment grade

(speculative grade), with attendant risk of losing access to capital during cyclical

periods of constrained financial markets.
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Proposals for the securitization of any regulatory assets that result from the

2 decision reached as a result of this proceeding are not germane to this proceeding.

3 A separate regulatory process would be devoted to consideration and authorization

4 of a securitization transaction, if in fact such a transaction becomes feasible at some

5 time in the future. At present, it is a distraction from the need to determine the

6 financial future of SCEkG on a hea! thy and sustainable basis.

7 Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

8 A. Yes, it does.

DOCKET NO. 2017-370-E
ELLEN LAPSON

Page 47 of47



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

50
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

50
of91

Exhibit No. (EL-1)
Page 1 of 7

Safp Global
Ratings

Summary:

South Carolina Electric 5 Gas Co.

Primary Credit Analyst:
Gerrit W Jepsen. CFA, New York (1) 212-438-2529; gerritjepsenospglobal.corn

Secondary Contact:
Vinod Makkar, CFA, Toronto + 1 (415) 507 3271; vinod.makkar@spgtobal.corn
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Summary:

South Carolina Electric 5 Gas Co.

Exhibit No. (EL-1)
Page 2 of 7

Rationale

Political and regulatory fallout from cancelled VC.
Summer nuclear construction project threatens
further rate recovery of incurred casts;

Moderately large customer base and robust local
economy with slightly above-average growth in
customer accounts; and

Acquisition by Dominion Energy Inc. would stabilize
or improve raungs.

~ Weakening financial measures after temporary rate
cut related to the cancelled nudlear construction
project;

~ Stand-alone financial risk would be stressed by
Dominion's plan to gain regulatory approval to
acquire SCANA Carp.; and

~ Liquidity is adequate to meet projected needs„but
also depends oii a seasonable solution to nuclear
cost recovery.

Our ratings on parent SCANA Corp. and its subsidiaries, including South Carolina Electric & Gas Co. (SCE&G) are
on CreditWatch with negative implications. This reflects our view of ongoing uncertdinty regarding cost recovery
of the abandoned VC. Summer nuclear'onstruction project. We could lower ratings again if credit metrics weaken
further beyond those in our base-case scenario, in which we assume the teraporary rate cut is permanent. This
could occur following the pending Summer abandonment proceeding if the PSC orders a permanent rate reduction
or rate credits that lead to hicsementally weaker financial measures than those resulting from the temporary 15%
rate cut. Conversely, we could affirm ratings if the PSC does not require further rate credits,or rate reductions
beyond the 15% rate reduction already assumed in our base-case scenario.

IVWW.STANDARDANOPOORS.COM/RATINGSDIRGCT AUGUST 23, 2018 2
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Exhibit No. (EL-1)
Page3 of 7

Summary: South Carolina Electric 6'as Co.

Our Base-Case Scenario

Lower grass margins due base rate reduction;

EB(TDA margins in the 40s/W45% range:

Annual capital spending averaging about $720
million;

All debt maturities refinanced; and

Negative discretionary cash flow.

Ad usted FFO io ear 44) ..3 ie-I9 i4-1S
Aluue 4 iiog TD x . 3.9 -5 4.

/uric interest coverage x, 6., 4- 3-4

AA—Actual. E—Estimate. FFO—Funds from
operations.

Company Description

SCE&G is a subsidiary of SCANA that operates as a vertically integrated electric utility and as a natural gas distribution

utility in South Carolina.

Business Risk: Strong

SCE&G has low-risk, fully regulated, vertically integrated, electric and natural gas distribution operations in South

Carolina. Although SCE&G's service territory lacks geographic and operating diversity and demonstrates modest

customer growth, the company benefits from a medium-sized customer base of 720,000 electric and 370,000 gas

customers in central, southern, and southwestern South Carolina. Economic growth in the service area is robust, and

the utility benefits from consistent customer additions. Our assessment of SCE&G's business risk profile incorporates a

much less supportive regulatory environment in South Carolina than before the cancellation of the nuclear plants.

SCE&G's effectiveness in managing regulatory risk has eroded following a decision to cancel the construction of two

new nuclear units. SCE&G recently implemented a 15% experimental (temporary) rate reduction of about $31 million

per month to comply with a recently passed South Carolina General Assembly law and a South Carolina Public Service

Commission (PSC) order requiring the rate reduction The reduction is related to financing costs that were being

recovered in rates that were authorized under the Base Load Review Act, which the General Assembly recently

repealed. The rate reduction is temporary until the PSC rules on SCE&G's permanent rate recovery of the abandoned

project.

Financial Risk: Significant

For SCE&G, we incorporate a base-case scenario that includes adjusted funds from operations (FFO) ta debt of about

18% for 2018, in the middle of the benchmark range of the significant category. Afterward, however, we expect

WWW STANDARDANDFDQRS.CQV/RATINSSDIRECT AUGUST 23, 2018 3
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Exhibit No. (EL-I)
Page 4 of 7

Summary: South Carofloa Etectric c'r Gas Co.

adjusted FFO to debt to remain in the 14%-15% range. This weakening of credit measures reflects our base-case

assumptions that the temporary 15% reduction and SCANA's announced cut to its dividend payments are permanent.

We expect the supplemental ratio of FFO cash interest coverage to be about 4.5x at year-end 2018 and further decline

to the 3.5x-4x range thereafter. These levels support the financial risk assessment of SCE&G. Atter ref'ecting the lower

capital spending now that the Summer project has been cancelled and the utility's dividend reduction, discretionary

cash flow is expected to be positive over the next few years. We expect debt leverage to grow as indicated by debt to

EBITDA in the 4.5x-5x range over the next few years. We base our risk assessment on more relaxed benchmarks when

compared with the typical corporate issuer, reflecting the company's steady cash flow and rate-regulated utility

operations.

Liquidity: Adequate

We assess SCE&G's stand-alone liquidity as adequate because the company's liquidity sources are likely to cover uses

by more than l. lx over the next 12 months, and the company could meet cash outflows even with a 10% decline in

EBITDA. We think that SCE&G has the ability to absorb high-impact, low-probability events without refinancing, and

that it has well-established and solid relationships with banks, a generally high standing in credit markets, and prudent

risk management.

Available cash of about $ 220 million;

Estimated cash FFO of about $ 850 million; and

Estimated revolving credit facility availability of $ 1.2

billion.

Capital spending of roughly $670 million; and

Debt matusities, including outstanding commercial
paper. of about $ 1.1 billion.

Other Credit Considerations

We apply a negative comparable ratings analysis modifier to reflect less credit supportive financial metrics after the

15% rate reduction.

Group Influence

SCE&G is subject to our group rating methodology criteria. We assess SCE&6 as a core subsidiary of parent SCANA

because it is highly unlikely to be sold, is integral to the group's overall strategy, possesses significant management

commitment, is a significant contributor to the group, and is closely linked to the parent's reputation. Moreover, there

are no meaningful insulation measures in place that protect SCE&G from its parent. As a result, the issuer credit rating

on SCE&G is 'BBB-', in line with the gmup credit profile of 'bbb-1

WWW.STANDARQANQPQCRS C(NiRATINGSDIRECT AUGUST 23, 2018 4
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Exhibit No. (EL-Il
Page 5 of 7

Surnrnaryi South Carolina Electric cr Gas Co.

Ratings Score Snapshot

Issuer Credit Rating

BBB-/Watch Neg/A-3

Business risk: Strong

~ Country rislc Very low

~ Industry risk: Very low

~ Competitive position: Satisfactory

Financial risk: Significant

~ Cash flow/Leverage: Significant

Anchor: bbb

Modifiers

~ Diversification/Portfolio effect: Neutral (no impact)

~ Capital structure: Neutral (no impact)

~ Financial policy: Neutral (no impact)

~ Liquidity: Adequate (no impact)

~ Management and governance: Fair (no impact)

~ Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile: bbb-

~ Group credit profile: bbb-

~ Entity status within group: Core (no impact)

Issue Ratings

We rate the preferred stock at SCESiG two notches below the issuer credit rating to reflect the discretionary nature
of the dividend and the deeply subordinated claim if a bankruptcy occurs.

The short-term rating of SCE&G is 'A-3'ased on the issuer credit rating on the company.

Issue Ratings-Recovery Analysis

Secured debt at SCE& G benefits from a first-priority lien on substantially alt of the utility's real property, owned or
subsequently acquired Collateral provides coverage of more than 1.5TT, supporting a recovery rating of '1+'nd an

issue rating two notches above the issuer credit rating.

WINW STANOAROANOPOORS.COM/RATINGSOIRECT AUGUST 23, 2018 5
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Exhibit tto. (EL-1)
Page 6 of 7

Summary: South Carolina Electric dr Gas Co.

Related Criteria
~ Criteria - Corporates - GeneraL'eflecting Subordinatton Risk In Corporate Issue Ratings, March 28, 2018

~ General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7. 2017

Criteria - Corporates - GeneraL Methodology And Assumptions: Liqutdity Descriptors Por Global Corporate Issuers,

Dec. 16, 2014

Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

Criteria - Corporates - GeneraL Corporate Methodology, Nov. 19, 2013

Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

General Criteria: Methodology: Industry Risk, Nov. 19, 2013

General Criteria: Group Rating Methodology, Nov. 19, 2013

General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

Criteria - Corporates - UtilitiesI Collateral Coverage And Issue Notching Rules For '1+'nd '1'ecovery Ratings On

Senior Bonds Secured By Utility Real Property, Feb. 14, 2013

General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,

Nov. 13, 2012

General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Criteria - Insur'ance - General: Hybrid Capital Handbook September 2008 Edition, Sept. IS. 2008
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Exhibit No. (EL-1)
Page 7 of 7

Copyright I 201 8 by Standard & Pools Financial Services LLC. Ag rignts resenred.

No content iincluding ratings. credit related analyses and data, valuations, model, saftware or ogter appiimbcn or output therefrom) or any part thereof IContenti may be

modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retneval system, wnhaut the prier written permission of

Standard & Poor's Financial Services LLC or its affiliates (cogectively S&PL The'Content shag not be used fera»y unlawful or unauthorized purposes. S&P and any thirdpaib/
providers, as wali as their directors. officers, shareholders. employees or agan:s {ccgectiveiy S&P Parti sl do not guarantee the accuracy, completeness. timeliness or

availabilitv of the Content S&P Parties are not responsible for anv errors or ommsions inegligent or otherwfsek regardless o( the cause. for the results obtained from the use

of the Content, or for the secunty or maintenance of any data input by the user. The Coolant is provided on an "as is" basis. S&p pARTIES DISCLAIM Afvy AND A'L EXpRESS

OR IMPLIED WARRANTIES INCLUDING BL NO, LIMITED TO ANv WARRAN, icS QF MERCHANTABILITy CR FITNESS FQR A PARTICULAR PURPOSE OR USE FREEDOM
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of a periodic update an a credit rating and related analyses.
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assignment, withdrawal or suspension af an acknowledgment as well as any hability for any damage alleged to trave been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to fveserve the independence and objectivity of their respective activities As a result,

certain business units of S&P may have information that is not availabla to other S&P bmgness units. SlkP has eslabhshed policies and procedu'es to maintain the

confidentiality of certain non-public information received in conre tier with each analytical process.

SILP mav receive compensation for its ratings and cenain analyses, normally from issuers or unrhrwnters of secunties or from obbgors SgiP reserves the nght to disseminate
its opinions and analyses. S&P's public ratmgs and analyses are made avallabia an its Web sites, vwvW.Standardandpoors corn (free of charge). and www ratingsdirect corn
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CREDIT OPINION
23 July 20;8
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South Carolina Electric 8 Gas Company
Update foiiowing rating confirmation

Summary
, he r egat,ve outlook!or South Caroiir a Electric & Gas Company (SCEB,C) reflects the
content'ous poutical and regulatory environment in which the company is operating, and
the uncer,air:iy surroundmg the Pubiic Service Commission of South Carolina's (SCPSC)

upcoming December 2018 de;ermmauon of a perrnanen", eiectnc rate p'lan for the company
follow:ng itc dec sion to abar.don construct. or of;he V.C. Summer new r,urlear ur',ts

SCEB C's cred 'rofile re! e;..s our expectatior rha: the irnpiemen:ation of legislation
ordenng a temporary reduction o'CEB C's electric ra'.es will cause the utility'5 ratio of cash
flow From ope: aiions eircluding working caoeal changes (cf0 pre-wc) to debt to move
to the low teens. Our view also recognizes "tnat the decision of SCEB C's parent, SCANA

CorPoration(,SCANA,'. to cut iis dividend by 809o wi'll conServe cast and suPPort a "alia

of C"0 pre-WC less d:v'der ds to debt ".i'a'L we expec'. to be main'.aineC at a strritar livel
Our opmion recognizest,hat the revenue reduction is temporary, however the magnitude is

consistent with our belief .Ihat the politica! pressure on SCPSC could cause it to u timateiy
establish rates aL unusuady low levels, we also thrnk it is unlikety tne SCPSC woulcl set
permanent rates 3: lave s rhat are iower than tine tempore y ones.

Recent Developments
New Legislation and Dividend Reduction
Dunng the f'rrst week of July, two preces of South Carorina 'iegislat'on. H 4375 and S 934,
became law The leg slation .'r eluded. 1) a prospective repea', of ".he cred't supponive Base
i.oad Peview Act. (BLPA): 2) a requ remen', that the Public Service Conimission of South
Carolina(,SCPSC) establisl temporary rates for SCE&G that eliminate the increases the
company recewed under the BLRA since 4011 (approximately 14 8% of its electnc revenue),

3) dehnitions oF the terms prudent and rmprudent:hal are ircended to make it more d'ficult
for rhe SCPSC:0 de errhine SCEB 0's decision to abandon nuclear constru coon was prudent;
anc 4) a requ remeni that the SCPSC ceiay a heanng in rts open docket concerning SCEB G's

rates and the potential merger with Dominion Energy, inc. (Dominion, BaaZ negative)
until November 1, 2018, witi", a decision no later than December Zl. 2018 The SCPSC

subsequently ordered the.implelnentatiun Of the temporary ates to begin 'n AuguSL SCEB G

has fi,ed for ar, rniunr tron, and a heanng date has been set at 'or the end of July

In the meantime, to conserve casu and preserve its option~, SCE&C's parent, SCANA (Ba1

negatwe) announced at the end o'.June that it would cut its dividend by 80% . he reducoon
cor.esponds to Lne port'on of:i'e dividend a:t ibutable to the electnc operations ot SCE&G

We view the action as supponive of credit quality.
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Potential Merger with Dominion
On January 3, 2018, SCEB G'5 parent company, SCANA, and Dominion announced plans for Dominion to acqu're SCAM in an all-

stock transaction that valued SCANA at about 514.6 billion, including the assumpuon of about 56.7 billion of debt . he proposed
cornbinauon woutd provide specific benefits to SCE&G rate payers, including a 51 3 iyilion cash payment within 90 days of closing,

an estimated Syo reductior, in rates (3.5% via credits for about eight years, plus a f',ow through of savings from 'ederal tax reform

legislation) ano a 540 MW natural gas fired generabng faolity. The plan envisions a pre-tax write down of about 5'l.7 billion relating

to the nuclear investment, with th. remaining 53 3 bilbon to be amortized over 20 years. In addition to SCANA shareho!der approvai
and other customary closing requirements, the merger is conditioned upon approval by the SCPSC of a Joint petition filed by SCE8 G

and Dominion. The petition requesvs approval of terms for recovery of new nuclear development costs (rncluding necessaqr prudence
determinations). The dea! Is also conditioned on the absence of laws, or changes in laws (including the BLRA), tl.at would result in a

material change in terms or economic value of the proposed merger.

SCEB G's Previously Proposed Solution to Nuclear Abandonment
Dnor to SCANA's planned merger with Dominion, SCE&G in November 2017 proposed its own comprehensive so!ution to the nuclear
abandonment issue. SCE8 G'5 sob.'tion included an annual revenue reduction of 590 million (about 3.5'/o of total electnc revenue,
or about 20'Yo of the amounts being collected under the BLRA) for five years, and the addition of 640 MW of generatir,g capaoty.
SCE &G's proposal incluced a pre tax wnte down of 5810 million and an absorption by shareholders of the remainmg 52 9 bilbon (after
application of the Toshiba guarantee) over 50 years at a reduced earnings rate The plan was not well . eceived, but it has been included

as an alternate proposal for SCPSC consideration, and it is the primary driver of the 51518 bilbon (pre-tax) impairment SCE8 G recorded
in 2017

5 hibit I

Historical CFO Pre-W/C, Total Debt and CFO Pre-W/C to Debt[1][2]

~ DFD n e-vrf Tetal tiebt CFD pre-WD I Debt

7.000

e,ooo

22.3%

20.0%

5.000

4,000
15.0%

3,000
lb.0%

2,000

1,000

5.0%

Dec.14 Dec.ls Dec.le Dec.17
0.0%

LTM Mar-13

!1! CFO F e W/C is defined as cash liow from operations excluding changes rn working capital

!2] LTM Mar 2015 cpo Fre wc has beer reduced by approximately 5100 million of cash used for collateral posting and does not include approximately 5115 million of proceeds (rom
inte est rate hedges bekg used to offset fuel costs. Absent these Impacts, the etio of CFO preWC to debt would be above 20%,
source: Moody's Frnannaf Met fcs

This publl«ation does not annmtnce a erode mtlng ectron For any credb a rings referenced % this pub l catmn, please me thc stings tab on tw mue /entrty page c
www n bedye.corn for We nant op der%i credit rating action Infodon and rat n Chino ry .

2 23] ly2015 3 thc oil slecticadescomp ny.upcal iofle I g tl gc amati



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

59
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

59
of91

Exhibit No. (EL-2)
Pa e3 of10

~ ' ~

Credit strengths

Decision to abandon new nuclear project eliminates open ended cor.struc:ion and execution risk

Toshiba guarantee funds and tax deductions heip to lower the cost of abandonment

Finanoal metncs are currently strong

Credit challenges

» Elevated pobtical and regulatory risk is outweighing the benefits from ebminating construcoon nsk

Temporary rate reduction wil', matenaliy weaken finanoai metrics

Uncertainty surrounding permanent rates and potentiainnerger wnh Dominion

Rating outlook
The rabng outlook is negative, reflect'ng the contentious and uncertam politicai and regulatory environment in which the company

is operating. he ratings could move downward if there is a further deterioration of the legislative and regulatory compact, or if the

impact on SCE&C's credit profile is more severe than we anticipate For example if we expect tl,e utility would not be abie to maintain

a ratio of CFO pre-WC to debt that is at least around13%.

Factors that could lead to an upgrade

he rating outlook is nega ive, as such, the ratings a e not likely to move upward over the next 12-18 months

The outlook could be returned to stable if the open docket at the SCFSC resuits in a rate plan that will support stable and

predictable cash flow metncs, including a ratio of CFO pre-WC to debt of at least 13%

Completion of the proposed merger with Dormnion could also cause the outiook to be revised to stable

Factors that could lead to a downgrade

If there were to be additional legislative efforts to dtaa:e the SCFSC's actions or interfere with its abibty to ultimately establish
electric rates that are fair and reasonable

If SCE&Cu is ordered to refund amounts collected under the BLRA prior to Ap ii 1. 2018. particularly without the benefit of a larger.

better capitalized partner

If rates estabbshed by the scpsc do not per»sit scE&G to mainta'in a ratio of cFID pre-wc to debt that is at least around 13%

If the company's bqujdjty becomes constrained due for example to an inabiiity to draw on its credit bnes, or issue additional debt,

there could be downward movement in the ratings

Key indicators

E hiblt2

South Carolina Electric & Gas Company indicatorsjljj2j

CFO pre-WC+ Interest/Interest

Dec-14 Dec-15

4.0x

Dec-16

4.9r,

Dgc-17 LTM Mar-18

5.2x 4.6x

CFO pre-WC/ Debt

CFO pre-WC — Dividends / Debt

Debt/Capitalization

16.93E

Lt.gss

15.33S

43 ss

18,6%

23.7X

45.43S

22.33E

16.536

47.4A

19.53E

13.6SE

47.014

ill All ratios are based on 'Adjusted'inancial data and Incorporate Meodys Global standard Adi stmeris for eton l'inandal corporations.

[2l LTM Mar 2018 cFD pre wc has been reduced by approximately 5100 millmn af cast used for collateral posting nnd does not include appronmately 1115 million o( proceeds from

interest rate hedges being used to offset fuel costs.
source. Moody's Fmanciaf Metncs

3 Zaf lyZ014 so thc ol' Elect i nc *company updatefollo I grati gc

firn

ad



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

60
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

60
of91

Exhibit No. (EL-2)
Pa e4oflo

~ ' ~

Profile
south carolina Electnc 8 Gas company (scE&G, Baa3 nega tve), the iargest operating company of scAHA corporation (scANA, Ba1

negative), ts a vertically integrated etectric and gas distnoution uti'cy operating withtn South Carolina. and regulated by the South

Carobna Public Service Commtssion (SCPSC). South Carolina Fuel Company (SCFC, not rated) ts a SC!8 G subsidrary that buys nuclear

and fossil fuel as well as emission credits for SCE8 G

SCE&G jointly owns Unit 'I of the nearly,,000 MW operating VC Summer nuclear plant with the South Caro!ina Pub'dc Service

Authority (Santee Cooper, A1 review for downgrade), a state owned utility. The companies also partnered on the construction of the
now abandoned Units 2 and 3, with SCE&G having a 55'ln stake tn the at:empted 2,200 MW new nuclear dbvelopment.

Detailed credit considerations
The decision to abandon nuclear construction resulted in extreme political and regulatory risk
SCE&G's July 2017 decision to cease construction of V.C. Summer Urvts 2 ard 3, and to seek recovery of its nuclear development
costs in accordance with the state's BLRA, evoked outage and activrsm on the part of consumers, lawmakers and major intervenors

throughout the state of South Carolina. As a result, what we historical y viewed as one of the rr os. credit supportive political and

regulatory environments m the country, became one of the n:ost chalienged and unce. tain

The new nuclear units were being constructed in accordance with the state's credit supportive BLRA, which rncluded an up-front
determination of pruderce of budgeted costs and annual adiustrnents to rates that provided a return on invested capitaL The BLRA

also clearly established the utility's right to recover its prudently incurred nuclear development costs in the event of abandonment.
The abandonment decision, however, as well as the parameters for recovery, are subiect to a deterrn!nation oF prudence by the SCPSC.

In response to initial concerns raised by law makers last sump",rr, the company withdrew tts initial request for a determination of

prudence and recovery (which by law would have been required to be decided in stx months) to allow all interested parties time to
understand the deosion to abandon and to potential(y agree upon a means to move forward.

In the months that foliowed, the political and regulatory risks to the prelect mtenspled dramatically Committees were formed in both
the SC House and Senate, with each proposing various pieces of legislation tf:at essentially sought to undo the recovery provisions of
the BLRA, and to potentra,'ly reconstttute the SCPSC. The ',aw makers proposais we.e general!y intended to stop SCE&G from collecting
any revenue assooated with the failed nuclear proiect, and to potentia!Iy reFund past collections. The Office of Regulatory Staff (ORS),
also requested the SCPSC order an immed!ate suspension of ail. a es SCE8 C is co!!ecting under the BLRA

The legislative efforts were not stemmed by the more credit supportive proposais put forth first by SCE&G, and then by SCE8 G and

Dominion Energy, Inc. (Dominion) in confunctron with the proposedmerger. Both the SCE8 G and SCE&G/Domin!on plans would
reduce rates to customers and provide alternative generation at no addmona! cost The Dominion proposal would aiso p ovide refunds;
however both plans contrnue to rely on the credit positive recovery provis!ons provided m the BLRA

in January 2018, SCE8 G efiled with the SCPSC fo. a determinatton of prudence of its abandonment decision and the approval of rates
to be established in con,'unction w'th the potential merger with Don.inion. or an aitemattve plan if the merger does not go through
The SCPSC combined this request with the request of the ORS for an immediate suspension of BLRA rates, which should allow for a

normal rate proceeding with testimony and hearings to determine appropriate rate treatment for the nuclear investment. We viewed
this development as credit posittve.

The 2018 South Carolina Iegisiatwe session concluded ir, May without a consensus among the House and Senate on conflicting
bills seeking to reduce elect'ic rates m the range of l3-",8% However, a conference committee was able to conform two pieces of
legislation, H4375 and 5954, that were passed dunng a speaal session of the General Assembly at the end of June. Among other
things, the biL!s calI for a temporary approximate 14 Bnk redualon in SCE&G's electric evenue The H4375 also seeks to define the
terms prudence and imprudence ',n ways that are intended to make it more difficult for the SPSC to determine SCEB,G's decision to
abandon nuclear construcuon was prudent The bdis becarre law in ear!y Ju'!y, with the General Assembly overnding the Governor'
promised veto of the Hor&se bill (due to tts tnciusion of a rate reductron that was less than a Full 18% roilback of BLRA rates) Passage of
these laws are the most recent examples of an environment that ts markedly di'.ferent from the supportive treatment historically given
the utibty through the norma! regulatory process, and previously under the BLRA.

d ggi tygplg scntn Cn ofl tract ic a 4 c Comp ny updnte follnwi g ting cnnfr tr
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Importantly, the new laws cieariy acknowledge permanent rate making authority remains with the SCPSC, a credit posmve. In addition,

although the urne for a decision has been extended from the normal statutory requirement of six months post iling, ti;e law now

requires a decision ln the current proceeding by December 21, 20;8; this should allow for a rational process and limits the time for

additional uncertainty. However, we believe the pobtically charged environment that mandated the temporaD rate cuts wiil weigh

heavily on the SCPSC as it looks to,mplement permanent that are fair and reasonable.

Tax deductions have been supporting credit metrics - but significant declines are expected
SCE&G initially estimated its abandonment decision would provide an approxlrnate S'l.5 btllion (now likely closer to 51.3 billion) of tax

deductions on top of the amounts currently taken (about 50 5 billion) for the research and expenmentation deduction discussed below
This will continue to enhance cash flow over the next few years, providing some offset to bkely rate decbnes,

In September 2016, SCE8 G filed with the Internal Revenue Service for an ablowed deduction For research and experimentation costs
relating to its new nuclear deveiopment proiect. The utility received a tax refund in Z016, and was goir,g to pay lower taxes ln 2017 and

2018 even prior to the abar donment deduction. As a result of the abandonment, SCE8 G is receiving additional near term tax refunds,

and wili not likely be required to pay taxes until about 2021

Due in part to these tax benefits, the utility has been generatmg strong credit metrics, and abser,t a rate reducuon, would be able to
continue to generate CEO pre-WC to debt metncs in the higi teens A rate reduction along the lines of the newly legislated ",4.8%, lf

upheld and made permanenb would move this pnetnc to the low teens.,in the current political environment, we think the SCPSC will

be pressured to set rates as low as possible and may look to delay or deny ecovery of abandonment costc. However, we bebeve lt ls

unlikely revenues would be authorized at a level that is lower than those produced by the temporary rates

The abandonmer,t solution proposed by SCE8 G in November would enable the company to maintain CFO pre-WC to debt metncs
above 15%c. Similarly, we estimate the proposed Dominion merger rate plan wouid enable the utility to genecate CFO pre-WC to debt
ratios ln the mid-teens Rate plans along the bnes of these alternatives seem less likely in the current environment, but if implemented,
could stablbze or even potentialiy put upward pressure on the ratings

SCE8 G's credit qua'.lty lS aiSO SuppOrted by SCANAs deaslnn tO cut i:S dividend by 80%, representing ti;e po,",lun aSSociated with its

eleccric operations . he reduction will conserve liquldlty that couid potenuaily be used for debt reduction, and is expected to allow the

utlbty to maintam a ratio of CFO pre-WC less dividends to debt above 10%.

Decision to abandon nudear construction eliminated open ended construction and execution risk
On July 31, 2017 SCE8 G and its 45% state owned utility partner, the South Carobna Public Service Authonty (Santee Cooper).
announced their decision to end the cons".ruction of two new nurlear units at the V C Summer station. We initially viewed the decision

as credit positive as the cornpanles would no longer be subject to the construction and execution nsk of buiidmg a disproportionately
large and con;plex project without the benefit of a fixed price contract

The deaslon to abandon!oliowed months of detailed analysis to determine a realistic timeframe and cost for compieting the prolect
ln the wake of the March z017 bankruptcy fi',Ing oF its contractor, westinghouse Electnc company, LLc (wesunghouse, unrated). The

partners concluded the plants wol Id not be able to be completed before the then existing January 'I, 2021 deadbne ior the receipt
of production tax credia, and that the cost to complete was prohibrtive. The analysis also considered changes in the utibtles load

forecasts and aitemauve lower cost options.

The announcement came on the heels of SCE8 G's agreement with Westinghouse's paren"., oshiba Corporation, regarding the amount
and terms under which it would make payments due under its construction guarantee. Under the agreemenb the V.C. Summer partners
were promised approximately 52.2 bilbon from Toshiba (about $ 1.z blibon for scE8 G's 55% share) over a n:aximl.m of Five years, with
the potential for earlier payments in conjunction with the planned liquidation of westinghouse. The agreement clariiied the amounts
owed to the project par,ners, and provided certainty with respect to Toshiba's obligation to pay. In septembe" z017, scE&G removed
all remaining risk oF payment by monetizing the value of the future paymen",s via a sale to Citibank, N A for about 92% of its value.

The finanoal impact oF the abandonment was offset to some degree by the Toshiba guarantee funds and SCE8 G's abiiity to take a tax
deduction for the fuii basis of its nuclear investment. Assuming the Toshlba guarantee is applied toward reducing rate base, SCE&G

originally estimated the comblnatlon of the guarantee and tax deductions could essent'ially reduce the l,et an.ount of abandoned rate

8 zy I ly 2018 snntpc na E Elect lcp a*ten pt y.upatt fnlln lnzmtlnzcn 8 ctlc
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base to be recovered to about 522 billion (this net amount will now be somewhat higher as a result of iedera'1 tax reform and the

resulting lower corporate tax rate). Through December 201 7, SCE&G has taken impairment charges of $490 mt ilior, represent tng 51 5

billion of capital costs not in rates reduced by 51.01 biliton of proceeds from the Toshiba guarantee (arour,d 5302 mil',ton after tax),

agamst this investment. he company has also taken an additional $ 628 million (about 5388 million after tax) of impairments relating

to previously deducted expenses and planned genera ton purchases These write-downs are consistent with the rate solution SCE&G

proposed tn November 20'17. it. January 20'I 8, the company requested the SCPSC authonze this plan as an aitemative in the event the

proposed merger with Dominion does no: go forward,

Liquidity aoa(ysis
Due to the large spend for its nuclear program, 5CE &G's bqutdity has historically been below average. For the twelve months ended

Merci: 31, 2018 . SCE&G generated approxtmately 5746 million of cash from operations (CFO), invested about 5805 mtiiion tn capital

expenditures and up st. earned 5322 million tn dwidend payments, resulbng in negative free cash flow (FCF) of about $380 m',liton

For FY 201 7, SCEB G generated approximately 51.0 billion of CFO, invested approxtmately 5928 million in capital expenditures and up
streamed $ 319 n.iilion in dividend payments to parent SCANA, resulting in negative FCF of approximately 5240 mtl:ton. Short!elis have

beer, funded via a combination of long and short term debt proceeds along with equtty contribut tons from SCANA Going forward, we

expect capttai expenditu es to be reduced to about 5500 mtlbon per year, and that dividends will be stgnificantly lower. As a result, we

anticipate the utiltty wtH become free cash flow positive.

As of Marcl: 31. 2018, the utiftqt had $ 1 4 biL'ion of borrowing capacity under its consolidated lines of credit including $500 miibon at
South Carolina Fuel Compar.y {guaranteed by SCEB G) that can only be uttbzed for fueL and $ 900 million at SCE&G As of March 31,

2018, on a consoltdated basis SCEB G and South Ca'olina Fuel Company had about $ 146 milbon of commercial paper outstanding and

a $100 million drawr. on tts revolving credit faality for collateral posting with a natural gas supplier.

The credit facihty has a stogie financial covenant requiring that SCE&G maintain a consol;dated debt to capitaiizat on ratio of no more

than 705& As of Marci 31, 2018, SCEB G was in compliance with tts finanoal covenant and we est mate the debt to capi alization

ratio to be about 53o7o. The facikty also requrres a rePresentation that there has not been a material adverse change {MAC) fo new

borrowtngs During the first quarter of 2018, SCE&G was abie to draw on tts credtt facility for collateral posting whi h wouid have

required representtng to us banks that its nuciear project abandonment is not a material adverse change Tf.e MAC requirement is

negative for credi. as rt may p.eclude borrowing under the factltty when tt ts needed most SCEB G's nex: long term debt matunty is

5550 million of fi.st rnor,gage bonds due in November of 2018

6 23t lyg018 S tvga olt a gl tt t lao act pa y Upoataf lto Iog atl gao ff patio
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Rating methodology and scorecard factors
The scores for Factor 1 and Factor 2 have each been revised downward to reflect a more uncertain, less credit supportive, political and

regulatory environment.

Exhibit 3

Rstliig Fi cterl
South Carolina Electric 5 Gas Company

Regulated Electric and Gas Utilities Industry Grid [1)[21 Current
LTM slsti2018

Ikcudy's 12.1 8 klonth
Forward View

As of Date Published P]

Factor 1: Regulatory Framework (25/.)
a) Legislative and Judicial Underpinnings of the Regulatory Frainsvmlk

Measure

Saa
Score
Baa

Measure Score
Bsa

b) Consistency and Predictability of Regulation

Factor 2 r Ability lo Recover Costs and Eam Returns (25'/)
Ba se ea

a) Timeliness of Recovery of'Operating and Capital Costs

b) Sufflclency of Rates and Returns

Factor 3: Dlvemlilcatlon (10'A )

a) Market Position

Bsa
ea

saa

eaa

eaa

eaa
Ba

saa

Bsa

eaa
b) Generation and Fuel Diversity

Factor 4 r Financial Strength (40%)

s) CFO pre WC v Interest I Interest (3 Year Avg)

Bs ea Ba

46x A 3.4x - 3.8x

ea

eaa
b) CFO preWCI Debt (3 Year Avg)

c) CFO pre-WC — Dividends I Detn (3 Year Avg)

d) Debt I Capitalization (3 Year Avg)

Rating:
Grid-Indicated Rating Before Notching Adjustment

HofdCo Structural Subdrdinatlon Notching

s) indicated Rating from Grkl

b) Actual Rating Assigned

12.7'A

45.7'4

saa
eaa
eaa

sass

sass
sass

11% - 15'/

7%-114
56% - 60'/

Bas

Saa

Ba

Baa3

Baa3

[I] All ratios are based on 'Adjusted'nancisi data and Incorporate Mccdy's Gobsl standard Adfv»tmtnn for Non-Financial corporations.
[2] Asor3/3TI20T8

[3] This represents Moody's lonvsrd virvr not the view of the Issuer snd unlcn notvd in the tsxh does not incomorste significant acquisitions and diveititures.
Sosrrr. Moody'i/inandslMetnci
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Appendix

Exhibit a
Peer comparison table

oo wrc

oo cr

ref» 1

525

12 1 I

131 2 1! 1&1

n 1

ixm i.sw
i n 11

12.1W » sn
1 n sxin

51Ã

12,12

55 »il

1 Ws i,i 2

'1 5

1 21

5 1

[I) Aa figures 4 mtios calculated using Moody'sestimates 6 standard adjustments. FYE Finanoal Year-End. LTM = Last Twelve Months. RUit' Ratmgs under Review where UpG for

upgrade and DMG for downgrade
Source Moody '5 Financial Metncs

Exhibit 3

Cash flow and credit metrics

CF Metrics

As Adjusted

Dec-14 Oec.15 Dec-t6 Dec.17 LTM Mar Eg

FFO 972 787 1,048 492 553

CFO Pre-WC 856

»/- Other [126) 17

804

90 736 519

1,138 1,728 1,072

+/. 6WC

CFO

(219)

637

270 (225) (214) i318)

1,074 913 1,014 754

Dh/ 260 285 301 319 322

Capex

FCF

930

i553)

1,004 1,390

'(215) l778)

813

(241) (381)

(CFD Pre-W/C) / Debt

(CFQ Pre.W/C - Dividends) / Debt

16,98

Lt.gyg 13.7TE 16.5TE

15.3a 18.6% 22.33E 19.57E

FFD / Debt

RCF / Debt

19.23E

14.13E 9,53E

17.1st 8.9TE LO.OSE

12.2TE 3.LTE 4.2a»

Aa figures and sties are calculated wing Maody'5 estimates and standard adjustme~ts periods are Fina clal Year.End unless indicated.
So vwei Moody 's

Fin an cra I Mao Ice

B Zsi ly tale 5 the li El ct ca G s comp yiupd t*f U e ti g il t'
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Ratings

Exhibit 6

Category
SOUTH CAROUIIA ELECTRIC ih OAS COMPANY

Outlook
Issuer Rating
Senior Secured Shelf
Sr Unsec Bank Credit Faolity
Commercial Paper

PARENT: SCANA CORPORATION

Outlook
Issuer Rating
Sr Unsec Bank Credit Faci;it
Senior Unsecured
Commercial Paper

SOUTH CAROLINA FUEL COMPANY INC

Bkd Sr Wnsec Bank Credit Fecititt
Bkd CommercialPa er

soi/rte'oody l irnettonsrivta

Moodir 9 Ratillg

Negative
Baa3

P Baal
Baa3

P-3

Negative
Ba'I

Ba1

B91

NP

Baa3

9 yt Iviy tete so the oii Ei ttl ao cv 9 m;Uyd tet ftv& e ti 9 0 ff tie
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j 0 2018 Moody's corporaumk Moody's Investors service, tnc„mood/'shmfytrck Inc. and/m their gcensoa and aaibams (cokectively, "I IQQDY'5') AR nghts reserved.

CREDIT RATINC \ ISSUED BV MOOD!5 INVESTOKS 5ERVICF INC lEND I 5 RATINGS AFFIL!ATES ( HIS ) ARE MOODY'5 CL(R RENT OPINIONS OF THE RELATIVE FUTURE CREDIT

RISK QF EN1ITIE5, CREDIT COHMITMEt«TS. OR DEBT OR D!BT UKE SECURITIE\ AND MOQDI 5 PUBUCATIONS MAY INCLUDE MOODY'5 CURRENT OPINIONS OF I'HE

RELATIVE EVTURE CREDIT RISL OF ENTITIES CffEDIT COMHITMENTS Qlt DEBTOR DEBI LIKE SECUftlTIE5 t tOQDY'5 DEFINES CREDIT RISK AS THE RISK THAT AN ENTGY

MAY NOT MEET ITS CONTRACTUA!, FINANCIAL O8LIGA1 ION S AS THEY COME DUE A VD ANY STINA ED FLNANCIAL IO55 IN THE EVENT OF DEFAUI I CR

ED (T

RATINGS
(

DO NOT ADD RE 55 ANY OTHf R RISK INCLUDING BVT NOI! IMITED TO LIQlrfDII 1 RGK MARKET VA'E RISK OR PRICE VOLATILI1Y CREDIT RATINGS AND t«OODV'5

OPINIONS INCLUDED IN MOODY'5 PVBLICATIQN5 ARE NQT STATEHENTS OF CURRINT QR HISTORICAl FAC1 MOODY'5 PUBLICATION5 MAY MSO INCLUDE QUANTITATIVE

MODEL. BASED ES'FIMATE5 OF CREDIT RISK AND RRATF D OPINIONS OR COHHENTAIN PUBLI5HED Bv HOODY'5 ANALVTICS, INC CREDIT RATINGS AND MOOD!" S

PUBLICATIONS DO NOT CONSflTUTE OR PROVIDE INVESTMENT OR FINANCIAL ADV!CF, ht!D CREDII ilATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT i
PROVIDE RECONMENDATIONS TO PURCHI!SE, ELK ORHOLD PARTICULAR SECUrlrTIES. NEITIr R CREDIT RATINGS NOR HOOD'I'\ PUBLICATIONS COMI«ENT QN THE

SU II'ABR IIV OF AN INVESTMENT FOIE ANY PAR! ICUIAR INVESTOfl, MOODY'5 ISSUES ITS CREDI RATINGS 8ND PUBLISHES MOODY'5 PUBLICATIONS WITH THE EXPECTATION

AND UNDERSTANDING TIIAT EACH INVECTOil WILL, WITH DU(CARE, MBKF ITS OV'N STUDY A!!DEVALUATION OF EACH SECVRITY THAT 15 UNDER CONSIDERATION FOR !
PVf!CHASE, HOLDING. Of!SALE

MQODY'5 CRLDtt RATINGS AND MOODv'5 PUBLICATIONS ARE NOT iNTENDED rQR USE BYRETAR, INVE5TOR5 AND IT WOULD BE RECKLESS AND INAJ'PROPRIATI cOR
RETAIL INVESTORS TO USE MOODYS CltE0 IT RATINGS OR HOODY'5 PUBLICATIONS 9!HEN MAKLYC AN INVE 51'MENT DEC GIOM IF iN DOUBT YOU SHOULD CONTACT
YOUR FIN!iNCIAL OR OTHER PROFESSIONAL ADVISER ALL INFORMATION CON AINE 0 i IERVN 15 PROTECTED BY IAW INCLUDINC BUT NOT LIMtTED TO COPYRIGI IT LAV/.

AND NONE OF SUCH INFORMATION MAV BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRAN5 MITT ED, TRANSFERRED. DISSEMINATED. REDISTRIBUTED

OR RESOLD, OR STORED FO!t SUBSEQUENT US! FOR ANY SUCH PURPOSF„ IN WHOLE OR IN PAKf, IN ANY FORM OR MANNEII OR BY ANY MEANS WHAT SO! VER, BY ANV

PERSON WITHOUT MOODY'5 PRIOfl WRIIT EN CONSENT

CREDIT RATING SAND MOODY'S PI/8LICATION5 A IIE NOT INTENDED FOR USE BY ANY PERSON A5 A BENCHMARK AS TH!LT TERM IS DEFINF 0 FOR REGULATOK/ PURPOSES
AND MU5T NOT BE USED IN ANY WAY THAT COULD RESULT IN Tl IFN BEING CONSIDERED * 8&ICHMARK.

Atl in/onnat on canis ined h«re n is obtained by I IQOD Y'5 from sources bekevw! by II Io be accurate and re ii able Because of Ihe posslbiUty ot human or mohan cat error H'ell
as other faaors. howeve, *0 I formauon runtalned herein is p o d! d "AS IS" w thou'. «r ar ty of «nyirlncL HOOD'Y'5 HNpa ag necessary m«asures so that Ihe Inforr!at!an it

I ses In assignlng a credrt rating 1 of su!Daent quabty and from!«urea~ stQQDY'5 con!idws tobe ref able irctudmg, he anp ooria!e. Independent thl d-party sou ces However,
MQQDY'5 is not an aud to and ca ino! n e ery Ins! nce indeoendr xly verify or vaRdale informs!fun race!had in Ihe raung p os«a or In prepanng the Mood)'s pubgcations.

To the extent pe mitted by li, MQQDv'5 and its directors ofrcea employees agents refuesental ves Ucensars and suppliers disclaim lubihty ta ar y pwson or entity Ior any
Indlrea, speo el, consequent at, or indderR«l los!a or damages whaaoever mslng from or in mnnecllor with Ihe informaunn amt ! ncd herei~ or tire us«of or inabglty ta use any
su«h nfom!ation even if MOODY'5 or any of Its directors, ofiicea, ernployeek agents, mpresenta!fvcs, Umnmrs or!upptlea «advised.in adva ce of the possibikty of such losses or

dwnages. Includinp but not Bmlted ur (a) any loss of prr"enter p ospectlve prohls or (b) any loa or damage ar!«r g where the rale ant Rnonoal Instrument is nat th«mb)ect of«
particular cred« raung assigned by I IOODY'S.

Tr! Ih«extent permitted by fa v, I too Dv'5.!nd Its directors, off!ceo., em pioyee!. agents. eprescnmUves. Iicen sara end vup pl ers d oct elm Rabfl ry for any direct or compenm tory
losses o damages caused to any person or e dly including brt! not I mited to by aW egligeme (bul exduding fraud. wglful misc«atua 0 any othe rype of iablUtv thaL ter the
avo dana of doubt, by l«w cannot b. exckidnyl on rha pan of or any contingency wltldn o treyond Ih m!uol ol MUDDY'5 oi any of Its dlrectoa erBcers employees agents,
represent«!has, Ilcensoa or suppliers. «rising I om or In connea Ion witlt Iha Infomwt on amtained hem!n or the ue of or in« bRily to use any such infannatian

NO W!IRRANTY, EXP RFSS OR IMP LI!0. AS I O THE ACCURACY 1IME'NFSS COMP!2 Tf MES!, MERC!i«NTA BR DV Oil FITNESS F Oft A leV PARTICULAR PURPOSE OF ANY 5I!CH
RATING OR Ol'HER Ot'INION OR INFOPMATIC N!S GIVEI« OR MADf 8!'OODY'5 IN Arm falikl QR M!tNNER WHATSOEVEIL

a!or'xly'1 Investors 5wv ca. Inc . a whoUy owned aedlt rating agency sub!«fury of Macdy'1 coqmrat ion {Fico ), hereby di!closes that most usuers ol debt securltws (nctuding
corporate and mu le!pal bor!ds rlebenturel notes ond commercial paper) ard 0 elerred s ock rated by Moody's tnvestoa sernvce Inc have pnor Io ass gum nt of «ny r! ting,
«Deed to pay to Moody's Invmtms Swwce Inc Ior apprwsat and!stag mn ces

cridered by
fees ranDng fmrr 51500 to approximately S2xt10 il00 M CO and MIS elm maintain

pogales and pracerlu es to ad drat the imlependence of Mls'I ratings and ra! rtg processm. Irrkrmatan regarding certain affR atlone that may ews! b«t ceo drreaoa of I«co and
ratal ant!tie« and between entities who hold ratings from Mls and ha « also publicly sported to Iho sEcsr ownership into«st n Mco of ore Itnn 5«k is pated a nuagyet
~www 500 under the head ng "In astor Relauons-corporateGovemg we - Dtrector and share!Hider AffR«tion pnlrcyy

Additional terna lor Auura95 only: Any p bUG tio Into Australia al this docu . ent s uu suant ta are Atatralwn Fmancml Servxes Ltcense ol HQQDv'5 aff lisle. Moody'klnvestaa
Se Ice Ply Umited A 8N 6t 003 399 651AFSL 336969 and/or Mocdy's Ar aly!ia Austrage P y Lld ABN 9« 105 136 922 AFSL 383569 ("1 appk cab le). This document ls inlcqd ed

I
to be provided only to "kvhoiesa le chants" withiri the m «mung of Ha!on 16!G ol th» corp« «t lone Aa 20fll By con Inulng to access it{Is documeru I om wichirrau st raga you
repres«nl to MQQDv'5 tha! you are, or ara accessing the document as*representative of, a '«hei«sale chant and Il at neuher you nor tl e entity you repie",vnt gl diraaly «r
indlr«cdy daseminate this document o its mntanis to "retail chenrs" ith'n the nwanmg of saamn 16!Ger the ca poations Act 2001 MQQDY'5 eredft rating is an opinion m
loth'aditworthrn«H of * debt obRgat on af the issue, not 0 the equ ty sea: «les ot the issuer or any loan of!ecunty that ls a siable to etaR investork lt v ould be reckless

I

end Ir!appropriate for retag I vestoa to use MQQDv'5 credit ratings or publica!!«ns when maHng ar «Hearn«At decision If In do bt ya sho Id contact your Bnanrda fur other
profes«onatadviser.

I

Addit anal tern s for Japan only Moady'1 Japan K K ( HJrK') Is a wt«Uy owned cred!t sung agency subddtary of Moody's Group Japan Gdc vhlch Is whaRy owned by Moody's
overseas I!oldrngs Inc., a whogy owned sub«diary af Hcf) Hoody's 5F Japan 1 K, cna I") is a mhoifyvmned awRt radng agency subsidiary of MJKK MEFJ s not a Natfonagy
Recognitml 5tatrstiml Rating Organltatton CNIURQ'). Th ref me, crerl t ox ings ass!grad by MEFJ a e Non. Ipseo credit Rs lings. Non NRSRQ credit Ratings are ssrgned by an
entity that fs not a NRSRO and, conseque tly. the a!ed obbgahon wdl not qual fy'ar maaln types of rreatr. «m under 0 S. laws HJKK and MSFI are aedrt ratmg agendas e8istered
with theJ«pan inanaal5enlcebsAgencyand th t reastrauon u IH !are FSACo mmmm! JR«dugs) No 2 and 3 respect!HI/.

MJK K or MBFI (as epp Uca b I e) hereby disclose that most is us re of de bt securities (k c ludlng mrporare and municipal bonds debentures notes and commercial paper) end pre fe red
stock ratetl by M)Kk or MsFJ (as apogee hie) have pnor to msignm ant of any r ting agreed to pay to MIKK or MS I (as apptlcable) for ap pre«el and atrng services rendered by ir tees

n«lm I o IpY«00,000 m app o mmaly IPY350.D00/100

MJKK and I Iss/ aho nw ta n poliaes aml procedures ta address Jape«me regulatory requlrernena.

REPORT NUMBER 1133013

MooDY's
INVESTORS SERVICE
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Exhibit No. (EL-3)
Page 1 of 1

Moody's Rating Methodology and Scorecard Factors*

Fartor I: Regulatory Framework

a. Legislative and Judicial Underpinnings of the
Regulatory Framework

b. Consistency and Predictability ofRegulation

Factor 2; Ability to Recover Costs and Earn Returns

a. Timeliness of Recovery of Operating and Capital
Costs

b. Sufficiency of Rates and Returns

Factor 3: Diversification

a. Market Position

b. Generation and Fuel Diversity

25%

Baa

Ba

I 0%

Baa

Ba

Baa

Ba
LTM Moody's

3/31/18 Forecast Case

Weighting

25% SCE/kG Score

Factor 4: Financial Strength

a. CFO pre-WC/ Interest

b. CFO pre-WC/Debt

c. (CFO pre-WC less Dividends) / Debt

d. Debt% of Total Capital

40%

A

Baa

Baa

Baa

Baa

Baa

Baa

Ba

a Source: Moody's Credit Opinion, South Carolina Electric dk Gas, July 23, 2018

LTM - Latest twelve months
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Exhibit No. {EL-4)
Page 1 of 6

S/8/gott I press Re/ease ] Fitch Downgrades scANA to 'ss'ISCEso to 'as+1 Ma/nta/ns Rating vvetch Evolving

I"itchRatings
Fitch Downgrades SCANA to 'BB'/SCE(j G to 'BB+', Maintains Rating Watch Evolving

Fitch Ratings-New York-08 August 2018 Fitch Ratmgs has downgraded the long-term Issuer Default Ratings
(IDRs) of South Carolina Electric and Gas Co (SCE& G) and its parent SCANA Corp. (SCANA) by one notch to
'BB+'nd 'BB', respectively. Fitch also downgraded the ratings of Public Service Company of North Carolina
(PSNC) by one notch, to 'BB+', given the rating linkage wi'.h its parent, SCANA. Concurrently, the shorl-term lORs
of SCE&G and PSNC were downgraded to '8'rom 'F3'hile lhe short-term IDR of SCANA was maintained at 'BL

Tl e downgrades follow the absence of injunctive relief blocking the recently enacted 14.8% electric rate cut. While
the company is likely to appeal the Aug. 6, 2018 order from the LLS District Court, the rate cut will be implemented
with SCE8 G's Augusl billing cycle which began on Aug. 7, 2018 As such. SCE8 G will collect 14.8% less electric
revenue on an ongoing basis until the south carolina Pubt/c service commission (Psc) issues an order in a multi-
docketed proceeding, which is expected by Dec 2'l. 2018 Additionally, SCE&G will credit customers on the August
bil',s for the rate cut retroactive to Apr/I 1, 2018. The rate cut was ordered by the PSC to comply with Act 258, which
resulted from the passage of HB4375. As per the leg/s/ation, the new rate is considered an "experimental rate" until
the PSC issues a final order

If a/lowed to stand, Fitch considers the magnitude of the cut to be detrimental to SCE& G's and SCG's credit
metncs, even after consideration of SCG's 80% reduction of the common dividend, Despite the legislature's
characterization of the new rate as "temporary," Fitch is concerned that the expected December order could be of
the same rnagnttude. If the PSC issues an order in December 2018 with a permanent cut of a simitar magnitude,
additional downgrades may be warranted. If the 14.8% ra:e cut were to be permanent, Fitch expects SCG's Total
Adjusted Debt/EBITOAR to average a~ound 6x over the next three years and SCE&G's to average around 5.7x,
both above Fitch's previously stated downgrade thresholds of 5 5x and 5.0x, respectively.

Fitch also notes important changes to South Carohna utiiity regulation contained in HB4375 that could result in the
continuation of SCG's adversanal regulatory relationship. Fitch acknowledges the existence of additional state and
federal investigations into var/ous aspects of the terminated nuclear prolect. but believes that at this time none have
reached a level to have rating implications.

Fitch's Rating Watch Evolving also considers the potential positive irnphcations of the proposed merger between
SCG and Dominion Energy (DEI, BBB+/Stable). If the merger were to be consummated as originally envisioned,
Fitch expects a stabilization of SCG's and SCE8 G's credit metrics, albeit at a lower level, if the 14.8% rate cut is
upheld. Given the animosity exhibited by the interventionist state legislature, it is not clear if there will be support of
DEI's proposed regulatory solut/on. An order is expected in DEI's proposal by Dec. 21, 2018 as part of the
aforementioned multi-docketed proceed/ng SCG shareholders approved the merger on the DEI merger on July 31,
2018.

KEY RATING DRIVERS

Adverse Regulatory Environment: The ratings reflect the sharp deterioration in the legislative and regulatory
ervironment in south carolina since abandonment of the new nuclear project in July 2016 ln addition to HB4375's
legislatively mandated 14.8% rate cut, changes to definitions and statutory components of the state's utility
regulation are likely to result in diminished regulatory support, in Fitch's opinion Among such items are an
expans/ve definition of prudence, removal of the mandate that the Office or Regulatory Staff (ORS) must consider
preservation of a utility's financial integrity, and gran&ng the ORS subpoena powers. A second bill (SB954) passed
by the Legislature orders the PSC to deviate from the statutory six-month limit on rate proceedings and prohibits an
order in the multi-docketed proceeding before Nov. 1, 2018. SCG has filed a lawsuit in federal court alleging ti:at
HB4375 and SB954 constitute an unlawful taking of private property and violate due process, among other issues.
The company failed to garner tnjunctive relief to stay the immediate implementation of the two laws and the

hapsihvvvvvfllchrat/ngs.corn/sile/pr/tgoagflgg
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Exhibit No. (EL-4)
Page 2 of 6

0/8/Zola

accompanying rate cut
[ Press Release I pitch Downgrades scAhtA lo 'BB'/soEzo to 'Be+1 Maintains Rating watch Evolving

Financial Pohcy and Capital Structure. Management's finanaal policy, including targeted leverage and allocation of
capital, will be key rating drivers going forward. The company recently cut its dividend by 80%, presennng
approximately $275 million in cash annually. Nonetheless, if the recently ordered 14 8% rate reduction where to be
made permanent, there would be a significant efiect on SCG and SCE&G's credit metrics Fitch expects SCG's total
adlusted debt/EBITDAR to average around 6.0x over the next three years and SCE8 G's to average around 5.7x,
both above Fitch's previously stated downgrade thresholds of 5.5x and 5.0x, respectively.
Acquisition by DEk The acquisition by DEI, as currently proposed, would enhance SCG's credit quality as it would
bring SCG into the fold of a larger and better capitalized entity. If the merger were to be consummated as originally
envisioned, Fitch expects a stabilization of SCG's and SCE8 G's credit metrics and would consider an upgrade. An
order is expected in DEI's proposal by Dec 21, 2016 as part of the aforementioned multt-docketed proceeding.
SCG shareholders appraved the merger with the DEI an July 31, 2016.

Parent/Subsidiary Rating Linkage. Fitch focuses on operational ties between SCG, SCE8G and PSNC in assessing
the rating hnkage between them, in accordance wilh its critena for subsidiaries with stronger credit profiles than
their parents. Fitch assesses the operational ties as strong given the shared management and centralized treasury
aperations. In addition, SCE8 G generates the maiority of SCG's earnings while PSNC rehes on equity infusions
from SCG to implement its expansion program. As a result, Fitch currently rates SCE&G and PSNC one-notch
above SCG.

DERIVATION SUMIVIARY

SCG, as a stand-alone entity with the current nuclear recovery uncertainty, is weakly positioned compared with
IPALCO Enterprtses, Inc/s (BB+/Positive), given the more constructive and predictable regulatory environment of
IPALCO's subsidiary, Indianapolis Power and Light Company (BBB-/Positive), IPALCO's greater earnings and sash
flow visibility more lhan offset its higher proportior of parent-level debt, Histoncally, SCG has had a slightly more
favorable business profile as compared to DPL Inc, (BB/Positive) given SCG's predominant regulated operatians
However, DPL is in the process of divesting the generatian assets owned by AES Ohio Generation LLC, a non-
regulated subsidiary. Additionally, Ohio's regulatory construct, while still in transition, is more constructive than what
is playing out in Sauth Carolina. In addition, Ohio regulators continue to demonstrate B willingness to take actions to
protect the finanmal rntegrity of its utilities.

SCE&G is a vertically integrated regulated utility company operating exclusively tn South Carolina, SCE8 6's credit
profile is constrained by the heightened regulatory and legislative nsk related to the abandonment of its nuclear
expansion project SCE&G has 0 smaller scale and balance sheet than Georgia Power Company (A-/Negative),
which undertook similar new nuclear construction risk SCE&G and Dayton Power & Light Company (DP8 L)
(BBB-/Positive) both operate regulated assets with evolvmg regulatory constructs

KEY ASSUMPTIONS

SCG and SCE&G
-14.8% rate reduction through the forecast period attributable to costs currently being collected for VC Summer
Nuclear;
-Additional new nuclear development (NNDI impairment of $ 1.67 billion;
-Columbia Energy Center recovered through rates in 2021;
-Reduction of the $2.45 annual dividend by 80% ($344 milhon to $70 million)

PSNC
—Volume growth around 2 0% in the intermediate term;
-Approximately $700 million of capex through 2020,
-Equity advances to maintain 40/60 debt/equity capital structure

https://www.iltchratlngs.corn/site/pr/10040095
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Page 3 of 6

8/81201 8

RATING SENSITIVITIES

I Press Release I Fitch Downgrades scANA to 'BB'r so aso to 'BBw, Maintains Ragng Inarch Evolving

SCG
Developments that May, individually or Collectively, Lead to Positive Rating Action
The ratings could be upgraded if the merger into DEI closes as proposed and the issues surrounding the
abandoned nuclear plants are resolved in a credit supportive manner. Ratings could be upgraded if recovery
mechanisms for the sbanded nuclear assets and management's Financial policy result ln SCG's adjusted
debt/EBITDAR stabilizing at/or below 4.5x.

Developments that May, Individually or Collectively, Lead to Negative Rating Action
-The merger with DEI fags to close;
-Availability under committed liquidity facihties and anticipated internally generated cash flows falling short of
expected obligaflons due in the next 12 months-18 months;
—Unfavorable terms for the recovery of stranded costs and/or matenal unrecoverable costs,
-Adjusted debt/EBITDAR consistently and matenally exceeding 5 5x;
-Ring-fencing provisions that restrict cash inflows from SCE& G to SCG.

SCE&G
Developments that May, Individually or Collectively, Lead to Positive Rating Action
The ratings could be upgraded lf the merger into DEI and resolution of new nuclear issues result in SCE&G's
adjusted debt/EBITDAR stabilizing around 3.5x-4.0x.

Developments that May. Individually or Collectively. Lead to Negative Rating Action
Future developments tha'. may. individually or collectively, lead to a negative rating action include:
-The merger with DEI fails to close;
-Availabikty under committed hquidlty faCihties and anticipated internally generated cash flows falling Sho/1 of
expected obligalions due in the next 12 months-18 months.
-Unfavorable terms for the recovery of stranded costs, and/or material unrecoverable costs;
-Continued detenoratlon in the regulatory and legislative environment in South Carolina;
-Adjusted debt/EBITDAR consistently and materially exceeding 5.0x

PSNC
Developments that May, Individually or Collectively, Lead to Positive Rating Action
Positive rating action ls predicated upon a rating upgrade of SCG given PSNC's rating linkage with its parent. Fitch
could widen the rating dif',erentlal between the IDRs of PSNC and SCG if strong nng-fane/ng provisions were
enacted.

Developments that May, Individually or Collectively, Lead to Negative Rating Action
-Given the strength of the credit metrics for the current ratings. a downgrade of parent SCG below the current'BB+'epresentsthe greatest likelihood of a PSNC downgrade. While less likely given the headroom. a downgrade could
also occur if adjusted debt/EBITDAR exceeds 5.5x on a sustained basis.

LIQUIDITY

As of June 30, 2018, SCG had about $337.6 million available under its $400 million five-year credit agreement
(expiring in December 2020) while SCE&G (inclusive of South Carolina Fuel Co 's facdlties) had $842.2 million
available under $ 1.4 bdliOn Of COnSOlidated committed credit agreements ($ 1.2 billion maturing in December 2020
and $200 million matunng in December 2018). PSNC had about $ 169 1 million available under its $200 million
credit agreemer,t. Additionally, SCG held $238 million cash and cash equivalents as of June 30, 2018, of which
$222 million was at SCEB G. As of June 30. 2018. outstanding CP balances are as follows: SCG—$29 million,
SCE&G-$457.5 mgllon, and PSNC-$30 9 million SCE&G has two first mortgage bond rnaturities in November
2018 totalling $550 million Not giving effect to potential reflnanang Or retirement of the November maturitlea aS Of

Dec. 31, 2017, the company has the ability to issue approxlrnately $ 1 billion in additional mortgage debt. I( SCE&G
is not able to refinance the bonds ln the corporate market, Fitch expects the company to be able to access its credit

haps gwww glchrallngs.conceits/prrr 0040898 srs
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[ press Release I Fitch Oovmgraces SCANA to 'BB'/SCBSG to 'BBF: Maintains Ratrng Watch Bvo/ving

FULL LIST OF RATING ACTIONS

Fitch has downgraded the following ratings and maintained the Rating Watch Evolving'CANA

Corporation
-Long-term IDR to 'BB'rom 'BB+',
—Senior unsecured debt to 'BB'fRR4'rom 'BB+".

South Carolina Electric 8 Gas Co.
—Long4e/m IDR to 'BB+'mm 'BBB-';

-First mortgage bonds to 'BBB'/'RR1'rom 'BBB+',

-Senior unsecured debt to 'BBBcfRR2'rom 'BBBt
-Short-term IDR to 'B'rom 'F3",

-Commerc/at paper to 'B'rom 'F3L

Public Service Company of North Carolina, Inc.
—Long-term IDR to 'BB+'rom 'BBB-'i

-Sentor unsecured debt to 'BBBC/'RR2'rom '8BB'I
-Shortderm I lQR to '8'rom 'F3';
—Commerc/ai paper to 'B'rom 'F31

South Carolina Fuel Company
-Commerc/ai paper to 'B'rom 'F3',

Fitch has maintained the following ratings on Rating Watch Evolving:
SCANA Corporation
-Short-term IDR cf 'B';

-Commercial paper of 'BL

Contact:

Primary Analyst
Barbara Chapman, CFA
Senior Director
+I-646-582wt886
Fitch Ratings, inc
33 Whitehall Sueet
New York, NY 10004

Secondary Analyst
Shalini Mahajan, CFA
Managing Direclor
+1-212-908-0351

Committee Chairperson
Philip Zahn, CFA
Senior Director
+1-312-606-2336

Summary of Financial Statement Adlustments - No financial statement adjustments were made that were material
to the rahng rationale outlined above

Media Relations. Sandro Scenga, New York, Tel +1 212 908 0278, Email: sandro scenga/oifitchratings.corn

httos://www ntchragngs,ot/n/stelpr/t 9040895 4/8
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Additional information is available on www iitchratings corn
Applicable Criteria
corporate Rating criteria (pub. 23 Mar 2018) (https://www./ltci.ratings.corn/site/re/10023785)
Corporates Notching and Recovery Ratings Cnteria (pub. 23 Mar 2018)
(https://www.fltchratings. corn/site/re/10024585)
Parent and Subsidiary Rating Linkage {pub 16 Jul 2018) (httpsdiwww.fltchratings,corn/site/re/10036366)

Additional Disclosures
Dodd-Frank Rating Information Disclosure Form (https;i/www fitchratings.oorn/site/dodd-frank-dlSCiosure/1 0040895)
SOliCitatiOn StatuS (httpa.//WWW frtChrattngS.COm/Site/pr/10040895BSOIICItaticn)
Endorsement Policy (https://www. fitchratings.corn/ egulatory)

ALL PITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS'//WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS
OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CODE OF CONDLICT SECTION OF THIS SITE. DIRECTORS AND
SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS://WWW FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN
BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copynght  2018 by Fitch Ratings, Inc., Fitch Ratings Ltd and its subsidiaries. 33 Whitehall Street, NY, NY 10004
Telephone 1-800-753-4824, (212) 908-0500, Fax: (212) 480-4435. Reproduction or retransmiss/On in whole or in

part is prohibited except by permission. All rights reserved. In tssulng and maintaining its ratings and in making
other repor'.s (including forecast information}. Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information raked upon by it in accordance with its ratings methodology, and obtams reasonable venfication
of that information from independent sources, to the extent such sources are available for a given secunty or in a
given jurisdiction. The manner of Fitch's factual mves',lgation and the scope of the third-party verification it obtains
will vary depending on the nature of the rated security and its issuer, the requirements and practices in the
jurisdiction in which the rated security la offered and sold and/or the issuer is located, the availability and nature of
relevant public rnformatlOn, aCCeSS IO the management of the issuer and lta advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineenng reports, legal opinions and other reports provided by third parties, the availability of independent and
competent third- parly verification sources with respect to the particular security or In the particular jurisdiction of the
issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that a(i of the information Fitch relies on in

connection with a rating or a report will be accurate and complete. Ultimately. the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market ln offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent
auditors with respect to financial statements and at:omeys with respect to legal and tax matters. Further, ratings
and forecasts of financial and other information are inherently fo/ward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification
of current facts, ratings and forecasts can be affected by future events or conditions that were not antiapated at the
time a rating or forecast was issued or affirmed.
The information in this report is provided "as ts" without any representation or warranty of any kind, and Fitch does
not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the
report. A Fitch rating is an opinion as to the credilworthiness of a security. This opinion and reports made by Fitch

httpw//www tltchratrngs,corn/she/pr/18040888
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are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore,
ratInga and reports are the collective work product of Fitch and no individual, or group of Ind/viduals, is solely
responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk.
unless such nsk is specifICaily ment/Oned. Fitch is not engaged in the offer or sale of any security. All Fitch reports
have shared authorship Indiv/duels identified in a FItch report were Involved in. but are not solely responsible for,

the op/nions stated therein. The indiv/duels are named for contact purposes only A report providing a Fitch rating is
neither a prospectus nor a substitute for the informatIon assembled, verified and presented to investors by the
issuer and Its agents In connectIon with the sale of the secunties. Ratings may be changed or withdrawn at any time
for any reason m the sole dIsCretiOn of Fitch. Fitch does not prov/de investment advice of any sort. Ratings are not a
recommendatIon to buy. sell, or hold any security. Rat/ngs do not comment on the adequacy of market price, the
su/tability of any security for a partIcular investor, or the tax-exempt nature or taxability of payments made in respect
to any secunty. Fitch receives fees from Issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$ 1,000 to US$750,000 (or the applicable currency equivalent) per
Issue. In certain cases, FItch will rate afi or a number of Issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, far a single annual fee. Such fees are expected to vary fram
US$ 10,000 to US$ 1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination
of a rating by Fitch shall not constitute a consent by FItch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial ServIces and Markets Act of 2000
of the United Kingdom, ar the secuntIea )awa Of any partiCular jurisdiction. Due ta the relative efficiency of electron/C
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.
For Austraka. New Zealand. Taiwan and South Korea only. Fitch Australia Pty I.td holds an Australian f/nanciai
services license (AFS license no. 337123) which authonzes it to provide credit ratIngs to wholesale clients only
Credit ratings information published by FItch is not intended to be used by persons who are retail clients within the
meaning of the Corporations Act 2001
Fitch Ratings, Inc, is registered wIth the U S. Securities and Exchange Commission as a Natianally Recognized
statistical RatIng organization (the "NRsRD") while oartain of the NRsRo's credit rating subsidiaries are listed on
Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings corn/s/te/regulatory), other cred/t rst/ng subsidiaries are not listed on Form NRSRO (the
"non-NRSROs") and therefore credit rat/ngs issued by those subsidianes are not issued on behalf of the NRSRO.
However, non-NRSRO personnel may participate in determ/ning credit ratings issued by or on behalf of the
NRSRO.

SOLICITATION STATUS

The ratings above were solicited and assigned or maIntained at the request of the rated entity/issuer or a related
third party. Any exceptions follow below

UNSOLICITED ISSUERS

Eugly/Seuurfly ISIN/CUSIP/COUPON RATE Rsdhg Type Suflcheduu Stelus

Suuih Carolina Fuel Company USCP 4(2y 144A D Shed/ Term Reflhg Uusufiched

Fitch Updates T erma of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover afi of Fitch Group's websites. Learn more
(https.//www.thefitchgroup.corn/site/pofioes).

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated entities
within the EU for regulatory purposes, pursuant to the terms of the EU RegulatIon with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https://www,fItChratings.corn/regulatory) page. The
endorsement status of all International ratings Is prov/ded within the entIty summary page for each rated entity and
In the transact/on detail pages for afi structured finance transactions on the F/tch website These disclosures are
updated on a daily basis.

hhps.//wwwfltuhraflugs.uum/si/e/pr/10040595
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South Carolina Electric 8 Gas Co.
Subsidiary of SCANA Corporation

tlook

mg Watch Evolvmg Rsung Watch Maintained 03 July 2018

Rahng Watch Maim Wined 03 July 2018

Rating Watch Mamamed 03 July 2018

Rsung Watch Maintained 03 July 2016

Raung Watch Maintained 03 July 2018

Financial Summary

(USDIYI)

Gross Revenue

FFO Fixed-Charge Coverage (x)

F F 0-Adlusted Leverage I x)

Openrtlng EBITDAR

Cash Flew from Operations

Capital inaneity (Capex/Revenue) (%)

. otal Adlusted Debtlopersting Esi TDAR (x)

Total Adjusted Debt with Eqoily Credit

Source F Icn Soioriooe

1,205

641

30.2

42

5.038

1,286

1,078

4 1

5.285

1. 392 1,406

922 L006

46.9 30 2

44 39

6,101 5,540

Fitch Ratings maintained the Issuer Default Rating (IDR) of South Caroitna Electnc and Gas Co (SCE&G) on Rating
Watch Evolving on July 3, 2018, following South Carolina Legtslature'9 enactment of HB 4375. Among other provisions.
the highly debated legislation orders the South Carolina Public Service Commission (PSC) to cut SCE8G's electric rates
by 14.8% reuoactive to April I, 2018 The legislative action was taken m response to SCE&G's decision on July 31, 2017
to halt construction of two new units at V.C Summer Nuclear Station (Summer). Under HB 4375, the rate cut is
considered an "experimental rate" until the PSC issues an order in a multi-docketed proceeding by Dec. 21, 2018. If

allowed to stand, Filch considers the magnitude of the cut to be detriirnental to SCE&G's credit metrics even after
consideration of parent company. SCANA Corporatton's (SCG), 80% reduction of the common dividend.

Fitch is concerned that the expected December order could be of the same magnitude, despite the Legislature's
characterizatron of the new rate as "temporary" If so. we expect scE8,G's total adjusted debt(EBITDAR to average
around 5 7x over the next three years, above Fitch's previous'y stated downgrade threshold ol 5.0x SCE&G has filed a
federal court challenge to the legislation and requested an Injunction to stay. Absent prompt favorable legal intervention,
Fitch is likely to downgrade the ratings of SCE&G by one notch If the PSC issues an order rn December 2018 with a
permanent cut of a simrlar magnitude, additional downgrades may be warranted.

Key Rating Drivers
Adverse Regulatory Environment: The ratings reflect the sharp detenoration in the legisladve and regulatory
envrronn.ent rn South Carolina since the abandonment of the new nuclear pro)act m July 2016. In addltton to HB 4375's

South Carolina Electric 8 Gas Co

July 16. 2018
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legislatively mandated 14 8% rate cut. changes to definitions and statutory components of the state's utility regulation are
likely to result rn diminrshed regulatory support, in Fitch's opinion. Among such items are an expansive defmttton of
prudence, removal of the mandate that the Office of Regulatory Staff (ORS) must consider preservation of a utility's
financial integrity. and granting the ORS subpoena powers. A second bill (SB 954) passed by the Legislature orders the
PSC to deviate from the statutory six-month ',imrt on rate proceedings and prohibits an order in the multi-docketed
proceeding before Nov I, 2018. SCE&G has filed a lawsuit in federal court alleging that HB 4375 and SB 954 constitute
an unlawful taking of private property and violate due process, among other issues. The company has also requested an
injunction to stay the immediate implementation of the two laws A hearing is schedule on the injunction request for

July 30-.31. 2018.

Financial Policy and Capital Structure: Management's financial policy, including targeted leverage and allocation of
capital, writ be key rating drivers. Parent SCG recently cut its dividend by 80%, preserving approximately $275 million m

cash annually Nonetheless. if the recently ordered 14 8% rate reduction were to be made permanent there will be a

signrficant effect on SCE&G's credit metrics. Fitch expects SCEBG to average around 5.7x. above Frtch's previously
stated downgrade threshold of 5.0x.

SCG Merger with DEB The merger between Dominion Energy, Inc. (DEI) and SCE&G's parent, SCG, as currently
proposed. would enhance SCG's credit quality, as rt would bring SCG and rts two utility subsidiaries rnto the fold of a
larger and better capitalized entity If the merger were to be consummated as originally envisioned, Fitch expects a
stabilization of SCE&G's credit metrics and would consider an upgrade. An order is expected in DEI's proposal by
Dec. 21. 2018 as part of the aforementioned multi-docketed proceeding Absent any new developments. SCG
shareholders are scheduled to vote on the DE I merger on July 31, 2018.

Parent/Subsidiary Rating Linkage: Fitch focuses on operational ties between SCG, SCE&G and Public Service
Company of North Carolina &PSNC: BBB—/Vvatch Evolving) in assessing the rating linkage between them. in accordance
with its criteria for subsrdianes with stronger credit profiles than their parents. Fitch assesses the.operational ties as
strong given the shared management and centralized treasury operations. In addition. SCE&G generates the majority of
SCG's earnings, while PSNC relies on equity infusions from SCG to implement its expansion program. As a result, Fitch
currently rates SCEBG and PSNC one notch above SCG

Rating Derivation Relative to Peers

Rating Derivation Versus Peers

Peer Comparison SCE&G ls a veriical/y integrated regulated ut/lity company operabng exciuswely m South Carokna
SCE&G's credit profile ls constrained by the heightened regulatory and legtslatwe risk re/ated to the
abandonment of rts nuclear expansion project scE&G has a smaller scale and balance sheet than
Georgra power company (/VNegatwe), who undertook simrl'ar new nuclear construction risk scE&G and
Dayton Power & Light Company (DP&L, BBB-/Positive) both operate regulated assets mth evo/wng
regulatory constructs.

Parent/Subsidiary Linkage Fitch focuses on operational ties between SCANA, SCE&G and PSNC irr assessing the rating linkage
between them in accordance with its criteria for subsidiaries with stronger credit profiles than their
parents. Fitch assesses the operational ties as strong given the shared management and centralized
treaSury operationS. In add(Son, SCE&G generates the majority of SCANA's earnings, while PSNC reires
on equity Intusions from SCANA to implement its expansion program. As a resu/t, Fitch currently rates
SCE&G and PSNC one notch above SCANA. The short-term IDR of South Carolina Fuel Company, Inc.
(Fuel Co, F3) ls equal to that of SCE&G. as BCE&0 is a guarantor to the credit facility acting as a
backstop to Fuel Co's CP program

rcountry Ceiling No Country Ceiling constraint was in effect for these ratings.

Operating Environment No operating env/ronment influence was in erect for these ratings.

Other Factors Not applicable.

Source F/wh Solutions

South Carolina Electric 8 Gas Co.

July 18, 2018
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Rating Sensitivities
Future Developments That Iylay, Individually or Collectively, Lead to Positive Rating Action
~ The ratings could be upgraded if the merger into DEI and resolution of new nuclear issues result in SCE&G's

adjusted debtrESITDAR stabiflzing around 3.5x-4.0x

Future Developments That May, Individually or Collectively, Lead to Negative Rating Action
~ The merger with DEI fails to close;

~ Availability under committed llquidrty facilities and anticipated internally generated cash flows falling short of expected
obligations due in the next 12 months-',8 months:

~ Unfavorable terms for the recovery of stranded costs. and/or material unrecoverable costs;
~ Continued detenoratron in the regulatory and legisla!ive environment m South Carolina;

~ Actuated debVEBITDAR consistently and materially exceeding 5 Ox.

Liquidity and Debt Structure
Adequate Liquidity: scE&G (inclusnre of south carolina Fuel co 's facilibes} had $ 1 154 bfllion available under
$ 1.4 billiOn Of COnSOhdated committed credit agreen;ants as of March 31, 2018 ($ 1.2 tnlliOn maturing in December 2020
and $200 miliiOn maturing in December 2018}. Additionally, SCE8 G held $ 190 mrllion cash and cash equivalents as of
March 31, 2018. SCE&G has two first mortgage bond maturities rn November 2018 totaling $550 miflion. Not giving effect
to potential refinancing or retirement of the November matu ities as of Dec. 31, 2017 the company has the ability to
issue approximatefy $ 1 billion in addiflonat mortgage debt. If SCE8 G is not able to refinance the bonds in the corporate
market. Fitch expects the company to be able to access us credit lines.

South Carolina Electric & Gas Co

July 16, 2018
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Debt Matunties and Liquidity at FYE17

Liquidity Summary

(VSD Mil )

Total Cash & Cash Souivafents

Original

1201/2017

Original/

3/31/2018

"90

December 3'I, 2021

December 31, 2022

Thereafter

Total Debt Maturities

'As of March 31. 201 S.

Sourca Filch Soiuifons, company fiiinos.

40

4,501

5. 297J

South Carolina Electric 8 Gas Co

July 16, 2018
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Key Rating Issues

V C. Summer 2 and 3 Abandonment
The Issue

Our View

Abandonment decrsjon

SCE&G anncunced on Ju!y 31. 2017 Patitwould cease construction of the two new nuclear units at Summer
The ability to ccm piete the proffxz was impenied by Jre March 29, 2017 bankruptcy fling of westinghouse
Electric co LLc grgEc) snd that ccmpany's subsequent refection of the fixed-price engmeenng, procurement
and construction (EPC) contract for Summer Llnlts 2 and 3. Ultimately. SCE&G made the decision after 45%
proiect partner, south carolina pubxc Seneca AUJronty (Santee Cooper), deaded to halt its participabon
SCE8 G's abandonment deasen has resulted in srgnecant uncertainty regarding the recovery of $4 9 billion of
expenditures. At the arne construcbon ceased, SCE&G ww cofiectlng revised rates based upon $3 8 billion of
expenditures under the Base Load Review AN (BLRA). Tne BLRA, which was passed m 2007. was expected to
alleviate linanoal risk resulting «orn Lhe large cor struction project by providing for a mechanism for the timely
recovery ol and on pr *dentiy deployed capital. While Fitch initially viewed the BLRA as supportive. it has noted
that in the case o'bandonment. the BRLA does not specify the rate mechanism or the time penod of such
recovery. An additional concern has arrsen born tne arnbtgwty as to the definition of 'prudence" Owing lo the
uncertain recovery of part, or all. of the new nuaear expenditures. scE&G has recognized an impairment of
$1.118 bslion ($690 million af' tax) Fitch expects addrtional in pairments are likely.

Timeline'ear term Rabng Irr.pact Negative

The Issue

Our View

Toshiba settlement and monetizafion

SCE&G and Santee Cooper reached an agreemenl on July 27, 2017 with the Toshiba Corporation, pre-
bankruptcy parent o! WEC. to set"e claims artsrng out of the EPC contract for the two abandoned units
SCE&G's 55% ponlon of Setserneni ag cement was $ 1.192 bit)on. with the amount to be paid out over five
years. The settlement account has been booked as a regulatory Irabifity, and as such, is to be used uibmaleiy to
benefil SCE&G custos era SCE&G monetized the Toshiba settlement on Sept 27, 2017 and received
31 016 billion for its portion. Fitch vimvs tha moncbzation as favorable given the mitigation of future credit nsk
and the boost to SCE&G s liquidity resulting from the csa of proceeds to repay short-term debt. The ORS has
asked the PSC to review II e most prJder,t way for SCE&G customers realize the value of the Toshrba
settiemenL The request is par'. c'. Lrw mulb-docketed pmceeding Ihat is to be deaded on Dec 21, 2018.

Timeline: Near term Rating Impact Poaitrve

The Issue

Our View

Legislative response

SCE&G's abandonment decrsion sst the stage fora contentious legal and regulatory battle over SCE&G's
recovery of $4.9 Lioon in stranded costs. Fitch views the uncertainty surrounding the regulatory construct for the
recovery of stranded cess in the at:andoned nuruear proiect as the primary concern for SCE&G's credit profile.
Shortly after abandonment, challenges to the constrtutronality of the BLRA and accompanying rate mechanisms
cast doubt on the rerxwery of the nuclear expansion expenditures. After numerous committee ~eetings
proposed legisfation, and spirited floor debates, the Legislature passed HB 4375 and SB 954 on June 28, 2018.

HB 4375 mandaled that ti:e PSC insti'lute a 14 8% rate cut Under the legislation. the rate cut rs considered an
"experimental rate'nt I the PSC issues an order in a multi-docketed proceeding by Dec. 21, 2018. If allowed to
sland, Frtch consrders rAe msgrvtude of the cut to be detrimental to scE8 G's credit metncs. In addition to the
rate cut, HB 4375 made changes to definitions and stat"tory components of the state's utility regulation Among
such items are an expansive definikon of prudence. removal of the mandate that the ORS must consider
preservation of a ufillty's iir.anqal .ntegdry, and granhng the ORS subpoena powers A second bill (SB 954)
passed by the Legislature orders rJe psc lo dewate from the statutory six-month limit on rate proceedings and
prohibits an order m the mut J dockeled prcceeding before Nov. 1. 2018. If allowed to stand. the new legislation is'ikelyto result m diminished regulatcry support, in Frtch's opnion SCE&G has filed a lawsuit in federa'ourt
alleging that HB 4375 and SB 954 consfitute an uniavrful taking of private property and violate due process,
among other issues. The Comoany has also requested an iniunction to stay the immedkale rmplementation of the
two laws It is not known how quickly lhe court will nrle On the issue.

)Timekne Near term Rating impact. Negative

South Carolina Electric 8 Gas Co.

July 16. 2018



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:07
AM

-SC
PSC

-2017-207-E
-Page

79
of91

AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2018

O
ctober30

8:39
AM

-SC
PSC

-2017-305-E
-Page

79
of91

FitChRatingS

Exhibit tblo. (EL-5)
Page 6 of 17

Corporates
Electric-Corporate I United States

)The issue

Our View

Regulatory proceedings

Two environmental groups filed a complaint with the PSC in June 2017 requesting a formal proceeding to
investigate the expenditures and rate recovery related to the new Summer unCs In response to SCE&G's July
31 2017 decision to abandon the new nuclear units. the ORS filed a petition wrth PSC on Sept. 26 2017
requesting immediate suspension of afi revenue collections linked to the nuclear expans'an program until the
legality of the BLRA is adludicatad by the South Carokna Supreme Court, and to refumd ab revenues cofiected to
date if the law is ruled unconstitutional The ORS subsequently amended rts pebbcn to request a determination of
the most prudent abocabon of the Toshiba guarantee proceeds. The environrrenta', groups'nd the ORS
complaints are part of a multi-docketed proceeding that includes SCG's proposed combination with DEI Under
SB 954, the Legislature ordered the PSC to deviate from the statutory six-month limit on rate proceedings and
prohibits the PSC lo hold hearings on the merits rn the multi-docketed proceeding before Nov 1, 2018 and
specifies Ihat an order must be issued no later than Dec 21, 2018. Fitch is concerned that the expected
December order could include a rate cut of the same magnitude as Ihe!amporary rats spocrfied in HB 4375
Addidonally Fitch is concerned that the deviation f"om the six-month statutory trmetrarre esebiishes a precedent
that could expose the state's utilities to regulatory lag in the future

Consistent with HB 4375, the PSC issued orders on July 2 and July 3. 2018 Implemenbng the 14 8% rate cul
effecbve Apni 1, 2018 The rate reduction will be inpiemented beginning with the frat bifmg cycle in August 2018
and wil', consist of a decrement nder for the 14 8% rate reduction on a forward bears and a one-time rate credit for
the months of April, May June and July The PSC published its procedural schedule in the mule-docketed
proceeding on July 5. 2018 The ORS and environmental'groups are drrected to file testimony in the rate rel,ef
docket by August 14 and SCE&G's testimony is due Sept 18, 2018

Timeline. Near term Rating ImpaCt Nega'. ve

M~er er with DEI

Tha Issue

Our Vieiv

Proposed merger viith better capitalized company

The merger between DEI and SCE&G's parent, SCG, as currenby proposed wou',d enhance SCG's credit
quality, as 4 wouid bring SCG and its two utfiby subsidiaries into the fold of a Mrger and better capitalized entity If
the merger were to be consummated as originally envisioned. Fitch expects a stabbzation of
metrics and would consider an upgrade An order is expected In DEI's prOpOSal by Dec. 21,
aforementioned multi.docketed proceedvig SCE&G and DEI are directed to file testln:cny in
by Aug. 2. 2018 and the ORS by Sept. 18. 2018. Absent any new developments, SCG share
scheduled to vote on the DEI merger on July 31, 2018

incline Near term Rating impact'osit.ve

South Carolina Electric & Gas Co

July 16, 2018
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Key Assumptions
pitch's key assumptions within our rating case for the issuer include:
~ 14 8% rate reducbon through the forecast period attributable to costs currently being collected for Summer Units 2

arid 3;

~ Additional new nuclear development impairmeni of $ 1.67 billion;

~ Columbia Energy Center recovered through rates in 2021;

~ Reduction of SCG $ 2 45 annual dividend by 80% (to $70 million from $344 million).

Financial Data

MIEARY INCOME
TEMENT

ss Revenue

anus Growth (%)

Operating EBITDA (Bslors
Income From Associates)

Operating EBITDA Margin
('7)

Operating EBITDAR

Operating EBITDAR
Margin (%)

Operating EBIT

Operating EBIT Margm (%)

Gross Interest Expense

Fretsx Income (Induding
Associate Income/Loss)

Dsc 2014

3,091

1,193

38 6

1.205

39.0

269

.242

676

Historical

Dsc 2015

2.930

1,274

43 5

1 256

43,9

-246

711

Dsc 2015

2. 986

1.380

46.6

1 013

33.9

-270

Dsc 2017

3.070

2.8

1,395

45 4

1 406

45,8

'1,028

.303

SUMMARY BALANCE
SHEET

Readily Available Cash
and Equivalents

100 130 164 395

South Carobna Electric & Gas Co

July 16, 2018
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Cash Tax

IDividends Received Less
Dividends Paid to
Minoribas (Inflow/(0 ut)flow)

Other Items Before FFO

Funds Flow Fmm
Operations

Change in Working Capital

Cash Flow From
Operations (Frtch Defined)

Total Non-
Operabng/Nonrecurnng
Cash Flow

Capex

Capitaf Intensity
(Caoex/Revenue)

Commcn Dividends

FCF

~Net Acquisitions and
Divestrtures

Other Investing and
(Fmancing Cash Flow llems

Net Debt Proceeds

Net Equity Proceeds

Total Change in Cash

-'77

-219

30. 2

-260

-553

275

760

.208

833

245

1,078

34 4

-289

-219

975

-1. 071

141

204

-100

0

1,054

-132

922

-1,399

46 9

-301

-778

-50

762

100

98

.115

-69

1,006

.928

30 2

-31 9

-241

-71

-556

231

ADDITIONAL CASH
FLOW MEASURES

FFO Margin (%) 27 8 28.4 35 3 35.0

CalculationS fOr Forecast
Publication

Capex, Diwdends,
Acquisitions and Other
Items Before FCF

FOF After Acqwsibons anc
Divestltures

-278 -778

-919 .322 -1.700 -151

855

FCF Margin (Alter Net
Acquisitions) (%)

-9. 0 25. 8 -25. 1 27.9

COVERAGE RATIOS

FFO Interest Coverage (x)

FFO Fixed-Charge
Coverage (x)

51

49

47

45 50 44

52 4.5

South Carolina Electdic 5, Gas Co.

July 16. 2018
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Operatr~
EBITDAR/interest Paid +

Rents
(xI'peratine

EBITDAlfn!crest
Pard (x)

54 54 5.3

55 55

LEVERAGE RATIOS

South Carolina Electric & Gas Co.

July 16, 2016
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Rating Navigator

South Carolina Electric 8 Gas Co. Corporates Ratings Navigator
US Utilities

aoulu Carolina Eleclrlc a Gaa Co
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Simplified Group Structure Diagram

Organizational and Debt Structure — South Carolina Electric & Gas Company
(S Nit.. As of Dec. 31, 2017)

source ccmcecr iiiihse, Fitch.

South Carolina Electr:c 8 Gas Co

July 16, 2018 12
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Peer Financial Summary

,Company

'South Carolina E'ectnc & Gas
Cc

Date Rating

2017 BBB-

Gross
Revenue

3,070

FFO Fixed
Charge

Coverage (x)

44

FFO Adjusted
Leverage (x)

4.0

Funds Flow Total Adjusted
From Debtloperating

Operations EBITDAR (x)

1. 075 39

Dayton Power & Light
Ccmpariy

2016 BBB

2015 BBB

2017 BBB—

2,986 5.0

2. 930 45

720 7.5

4.6

49 833

4.4

41

2.9 198 3 2

indianapchs Power & Light
Cc.

2016 B6+

2015 BB+

2017 BBB—

1.552

1,350

8.3

44

3,1

1,366 10.1 2.9

233

299

2.5

2.6

42

South Carolina Electric 8 Gas Co

July 16. 2018 13
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Reconciliation of Key Financial Metrics
(USD Mlglons, As reported)
Income Statement Summary

Operating EBITDA

+ Recurring Dividends Paid to Nonmcnlronlng !merest
+ Recum'ng Diyidends Received fmm Associates
+ Additional Analyst Adjustment for Recurring I/S Minontias and Associates

Operating EBITDA After Associates and Minorities (k)
+ Operating Lease Expense Treated es Capltallsed (h)
= Operating EBITDAR aher Associates and Minorities (j)

31 Dec 201 7

1,395
0

0

0

1,395
11

tr406

Debt 8 Cash Summary
Total Debt with Equity Credit (I)
+ Lease-Equivalenl Debt
+ Other Olf-Balance-Sheet Debt

Total Adjusted Debt with Equity Credit (a)
Readily Available Cash {Fitch-Deimedj
+ Raad6y Ava5able Marketable secuities [Fitdl-Defined)

Readily Avagable Cash 6 Equivalents (o)
Tote! Adjustodwet Debt (b)

5,449
91

0

5,540
395

0

396
5,446

Cash.Flow Summary
preferred Dividends (Paid) (f)

Interest Received
+ Interest (Paid) (d)

Nat Finance Charge (e)
Funds From Operations [FF0] ( c)
+ Change in Working Capital i[Fitch-Defined]

cash Flow from operations [cno] (n)

Capital Expenditures Jm)
Idultiple appged to Capltagsed Leases

0

0

(303)
(303)

1,075

(69)

1,006
(928)

6.0

Gross Leverage
Total Adjusted Debt i„op. EBITDAR'x] (Nj)
FFO Adjusted Gross Leverage [x[ (al[curvhd))
Total Adjusled DebV(FFO- Nei Finance Charge v Cepifeiised Leases - prei, Djv. peidj
Total Debt With Equity Credit I Op. EelTDA [x] (I/k)

3,9
4.0

Net Leverage
Total AdJustsd Net Debt/ op. EBITDAR [x] (brl)

FFO AdJusted Net Leverage [x] {bi(cmuh-f)1
Tomf Ad/usfed Net Debp{FFO- niet Finance Charge + Cepbaijsed Leases - prel. Drli paid)
Total Net Debt I (CFO - Capex) [x] ((I-o)l(n+m})

3,7,
3.7

54.8

Coverage
Op. EBITDAR I (Interest paid + Lease Expense)'x] (y-duht
Dp. EBITDAI Interest Paid [x] (kl(vil)
FFO Fixed Charge Cover [xj ((c-sr hdE(ui+h-t))
(FFO - Nel Finance Charge + Cepit. Leases - Pm i. Di~ Paid) l (Gross int Paid + Cepii. Leases-
FFO Gross Interest Coverage [xiJ(cukf)i{uf-t))
(FFO- Nel Finance Chenle - Prei. Div Paid) i(Gmss Inr Paid- Pret. Civ. Paid)

59iTDAIR after Dlvlnencr tu Auuuoatsr eud kcnmirus

Source: Fitch, based on lnfurmanun from company reports.

4.5
4.6
44

Prei. Div. Paid)
4A

South Carolina Electric & Gas Co

July 18, 2018 14
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Fitch Adjustment Reconciliation

Reported
Values

31 Dec 17

Sum ot Fitch
Adjustments

Fair Value and
Other Debt

Adjustments Other Adjustment
Adjusted

Values

Income Statement Summary
Revenue

Operating EBITDAR

Operating EBITDAR after Assoc/ates and Minon6 as

Operahng Lease Expense

Operating EaiTDA

Operaang EBITDA after Associates and Mlnohtlss

Opemgng EBIT

Debt & Cash Summary
Total Dobt With Equity Crsda
Total Adjusted Debt With Equity Credit

LeaswEqulvalent Debt

Other Off-Balance Sheet Debt

Roadgy Avallabte Cash & Equivalents

Not Readily Available Cash 8 Equivalents

csshatow summary
preferred Dividends (Paid)

Interest Received
Int«msl (Pals)
Funds From Operadons(FFOj
Change rn Working Capital (Fitch-Degned)

Cash Flow from Operations (CFO)
Non-Operating/Non-Recurring Cmh Flow

Caphal'(Expenditurea)

Common Dividends (Paid)
Fme cash'Flow (FDF]

Grass Leverage
*Total Adjusted De@( / Opc EBITDAR.'x)
FFO Adjusted Lcvemge lx)

Total Debt With Equgy Credit / Op. EBITDA'xj
Net l,ever1rge

Total AdJusted Net Debt / Op. EBITOAR (x)

FFO Adjusted Net Leverage (xj

Total Net Debt / (CFO - Capes) (x]

Coverage
CPA EBITDAR / (interest Paid + Lease ExPensefJx)

Op. EBITDA / Interest Paid* (x)

FFO Fixed Charge Coveragejx)
FFO Interest Coverage (x)

'88ITOA/ne/t olvid d t A d I * dui ritl

so rca Fitch

3,070
1.362

1,362
11

1.351

'l.351

1,028

5,416
6,507

91

0

395

0

0

0

(488)

1,076

(69)

1,006

0

(926)
(319)

(241)

440

4.0

40

3.8

3.7

64.4

4.6

4.7

46
47

0

44

0

44

0

33

33

0

0

0

0

0

0

(15)

0

0

0

0

0

0

0

33

33

44

44

(15)

3,070
1.406

1,406
11

1,395

1,395

1.028

5,449

5,540

01

0

395

0

0
0

(303)

1,075

(69)

1.006

0

(928)

(319)

(241I)

3.9

4.0

349

45
4.6
4,4
4.5

South Carohna Electric & GBS Co.

July 16. 2016 16
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Fuli List of Ratings

Related Research 8 Criteria

Analysts

South Carolina Electric & Gaa Co
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The ratings above were solicited and assigned or maintained at the request of the rated entityaissuer or a related third

party Any exceptions follow below
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FITCH'S CODE OF CONDUCT, CONFIDENTIALITY. CONFLICTS OF INTEREST. AFFILIATE FIREWALL COMP'IANCE AND OTHER
RELEVANT POLICtES AND PROCEDURES ARE ALSO AVA,LABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY
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Exhibit No. (g) 6)

liege I a( I

IIEVIEING O'DON NELL TABLE 1 AND EXHIBIT KWI)1)
Incremental In ceram com

O'DoniieS Bond O'GonneB

Ixtliea CumWauua Ittilet
KWO.1, Col. 4 KWG.L, Cul 5

O'Donnes Corrected O'Donneg
fnor Cumulatbe louse Interest Cottt

Recalciilata KWG ', Col.s

0.1667K

Cor ected Int
Cost

Recalculate

0 1667K

SCERG Debt Cumufatlue Tatal
Matmhlec lmuel with Reh

BS-

/88 (1)

0.55N 0.75'4 0.95N

Ranee. sa/ ss/ss categary l11

201S

2019

202D

2021

2022

2023
1024

2025

2026

2027

ZD28

2D29

2D3D

2031

2D32

2033

2D34

2035

1036

2037
2038

2039

2040

2041

2042
2043

2044

2D45

2046

2047

19$.675.732

111,120,937

113,621,209
116.177.686

261,193,114

263,865,927

124,197.449

126,991,S91

129.S49,2D9

132,770,816

135.758.159

138.812,716

141,936,004

205,053.921
14S,394,979

151,733.866

155,1'47.878

158.638,705

162,208.D76

165,857,75S

169,589,55S

173,405,323
177,3D6,942

181,Z96,349
185,375,516

169,546,466

193,$11,261

198. 172,014

202,63D,M5

207,190,0SD

IM.675,7$1

111.120.987

113,621,109

116,177.686
658.387,349

779,851,847

904,049.296

1,031,041,187

1,160,890,396

1,293,661.212

1,429,419,371

1,568,232,089

1,710,168,093

1,855,297,657

2,003,692,636

2,155,426,502

2.310,574.380
2,469.213,085

2,631,421,161

2,797,278.919
2,966,668,477

3, 14D.173300

3,317,580 742

3.498,877,091

3,684,252,607

3,$73,799,073

4,067,610.334

4,265,782.348

4,468,413.233

4,675,6D3,313

(142,401,429)

(142.401,419)

(59,924,357)

198,675,782

309,796,769

423,417,978
539,595,664

800,788,778

1,064.654,705

L16S.852.154

1,315,844,045
1,445,693,254

1,57S,464,07D

1,714,221329
1,853,034,947

1,994,970.551
2,200,024,871

2,348.419.851
2,500,153,717

2,655,301,595

2,S13,940,300

2.976.148,376

3,142,006,134

3,311,595,692

3,485,001,015

3,662,3D7.957

3,S43.604.306
4,02s,979,B22

4,218,526,188

4,412,337,549

4,610,509,5M
4,813,140,448

5,020.330,51S

331,126

5 16,328

705,697

899,326
'937,312
L299.753
L506.749
1,71S,402

1,934,817

2,156.102

2382,366
2,613,72G

2350,280
3,092,163

3,339,488
3,59237S
VI50957
4,115355
4,385.701
4,662332
4,944,781

5.233,790

5,529,301

5,831,462
6,140,421
6.456,332

6,779,35

7,109,637
7347,355
7,75L671

311.193

516,431
Tos.ssa
899,506

L334.915
1.77a.779

1,961327
2,191.512
2,409,971

2.631300
2,857,60!t

3,089,009

3. 3 25,617
S.SS7.441

3,914,815
4367,T56
4,416,3!ts

4,690,838
4,9 I,t39
5,137,714

5,510.430

5.809,497

6.1C5,067

6,407,288

6,716,309

7,0323B3

7,355.367

7,685,719

B,O13,505

8,36!t.a91

700,0fl0,000

M1,000.MG

30Q.QQO, OD

500,000,000

100,000,000

125.000.DGQ

535,0M,000
150,0DD.QGG

350,000,000
500,000,000

40D,IKN,OOO

423,0M,OOO

89S.675,762

1,009.796.769

I,123,417.973

1,570,595.664
Lsti,ysa.ms
2,095,654,705

2.219,852,154

2,346,844,045

2,476.693,254

1,609,464,DTD

3,145,222,229

3,284,034,947

3,425,970,951

3,631,014,872

4.079,419.851

4,73L153,717
4,886,301,595

5,144,940,300

5,432,148,376

5,598.0D6.134
6,302.595,692

6,626.001,015

6,803,307,957

7,334,604,306

6,019,979,822

S,609.526,288

9,22$,337.549

9,426,509,563
10,054.140.448

10,261,330.5ZB

4,942,717

5,553.882

6.17S.799
8,638,276

10,074.838

11,526.101

12,209,187
12,907,6a2

13.621,$13

14,352,052

17,198,712

18.062.192

18,842,$40

19,97D.637

22,436,809
26,D21,345

26,674,659

28.297,172

29,876,$16

30,789,034

34,664.276

36.443.006

37,418,194

40,340324
44.1D9.889

47,352,395

50.755.857
51,843,M3
55,Z97,772

56,437,31B

4,942,717

7,573,476

8,425,635
11,779,467

13,738,416

15,717,410

16,64S,891

17,601,330

1S,575,199

19,570,981

23,5S9.167

24,630,262

25,694,782

27,232,687

30,595.649
35,483,653

36,647,262

38,587,052

'I0,741,113
41,9S5,046

47,169,468

49395,MB
51.024,810

55,009,531

60349,849
64,571,447

69,212,53?
7D.6963Z2
73,406,053

76,959,979

4,942,717

9.593.069
1D,672,471

14,920,659

17.401,993

19,908,720

21.08K595
22,295,018

23,528,586

14,789,909

29,379,611

31,198,332

32,546,72a
34,494,736

38.754,489

44,945,960

46,419,865

4$,$76,933

51,605.410

53,181,05S

59,874.659
62,947.010

64.631,416

69.678,741

76,189,308
81,790,500

87,669,207

89,551,841

95,514,334

97,4S2,640

(2)

5 D20, M0,5?S944,727,215l5,020,330.528 4,675,603313 110,315,255 124342.056Total

Notes

(1) Ratings by Moody's/gibp/ Fnch

(2) Refunding carried out In August 201K at Incremental credit spread of over 50 basis points

4,816, 00,000 10,261,M0,528 793.140,366 1,079,757,693 1,5$6,375,021
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